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Attractive folders; 
this Regulator » 
be furnished free, j 
your trade. Write 
catalog and price lig 
Barber 


pliances, Conversi 
Burners for Furnace 
and Boilers, and Ry. 
ulators. 


Certified by A. 
G. A. Test- 
ing Laboratory. 
Sizes 4" up. 


REGU 


@ As you know, the name Barber is an assurance of dependable quality. Here 
is a gas pressure regulator whose design is tried and tested, made with rugged 
body, brass operating parts, phosphor bronze springs, and diaphragms of finest 
sheepskin, properly processed for domestic delivery pressures (for low pres- 
sure on LP gas, diaphragms are of Vulcan Proofing). A Barber Regulator is 
a precision device, responds to 3/10 pressure drop, and can be relied on for 
continuous operation. A good regulator is the only regulator worth your money 
or your customer’s. Barber’s 30-year record is a guarantee of satisfaction. 
When ordering please specify type of gas. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


BARBER earcsuns REGULATORS 


Barber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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stands for Federal and state regu- 
lation of both privately owned and 
operated utilities and publicly owned 
and operated utilities, on a fair and 
nondiscriminatory basis; for nondis- 
criminatory administration of laws; 
for equitable and nondiscriminatory 
taxation; and, in general—for the per- 
petuation of the free enterprise sys- 
tem. It is an open forum for the free 
expression of opinion concerning pub- 
lic utility regulation and allied topics. 
t is supported by subscription and 
advertising revenue; it is not the 
mouthpiece of any group or faction; 
it is not under the editorial supervi- 
sion of, nor does it bear the endorse- 
ment of, any organization or associa- 
tion, The editors do not re- 
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Increases typing production...slashes office costs! 


Here’s valuable news on how you can increase your typing 
production! Yes, anywhere from 10% to 50% is possible with the 
new Remington Electri-conomy — the new electric typewriter 

that turns out more work, better work in Jess time and with /ess 

effort. The Electri-conomy is scientifically designed to meet all 

your typing requirements with greater ease, greater speed and 

greater accuracy. Mail the coupon below for detailed information on 
how you can start saving today...the Remington Electri-conomy way! 


MAKE THE Elecfri-conomy TEST IN YOUR OFFICE 


Copyright 1950 by Remington Rand Inc. 


Remington Rand, Room 1494, 315 Fourth Ave., New York 10 

(] Send me FREE copy of “Electric Typing vs. Manual.” 

() Please arrange to have your representative call to perform the 
FREE Electri-conomy Test in my office—without obligation, of 
course. 
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K Bec who were born and raised, so 
to speak, with the idea that a “lob- 
byist” was some sort of questionable 
character, engaged in influencing legisla- 
tion—often for ulterior motives—might 
well have been surprised at a recent in- 
formal comment by Representative Bu- 
chanan (Democrat, Pennsylvania). Bu- 
chanan is the chairman of the special 
committee created by the House of Rep- 
resentatives to investigate lobbying ac- 
tivity and the need, if any, for additional 
legislation to regulate the same. 


CHAIRMAN Buchanan takes the prac- 
tical view that lobbyists are not only 
necessary, but quite helpful in keeping 
Congress informed about the effect of 
legislation affecting the interest repre- 
sented by the lobbyists. In other words, 
the aim of the committee is not to sup- 
press the lobbyist, per se, but to deter- 
mine whether he is surrounded with suf- 
ficient safeguards, such as registration 
and necessary public information on 
lobby operations. The inference is that 
the main problem is one of shedding 
light on surreptitious lobbying opera- 
tions by those who conceal their true 
objectives. In other words, those known 


FRANK T. BOW 
MAY 25, 1950 


CLYDE OLIN FISHER 


in the trade as “cloak and dagger” oper- 
ators. 


Yet even the problem of placing an 
honest label on who is and who is not a 
lobbyist is not so simple as it might ap- 
pear at first blush. Public officials with 
a sworn duty to carry out their depart- 
mental functions find no great difficulty 
in reconciling that duty with arguments 
before congressional. committees for 
more funds or greater powers. But when 
a spokesman for an opposing interest 
shows up and objects to Congress grant- 
ing such funds, is there any logic in call- 
ing one a lobbyist and the other a public 
official performing his sworn duty? 
Any such test would lead towards the 
cynical standard used in a politician’s 
definition of propaganda; to wit, “the 
other fellow’s argument.” 


N” does a test, based on the amount 
of money spent, solve the problem 
of classification—since many of the most 
effective lobbies are conducted by volun- 
teer zealots. Any Congressman who has 
ever listened to the animal-loving oppo- 
nents of vivisection will readily agree. 
Requiring the paid lobbyist to sign a 
register would seem, therefore, only part 
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Has your financing program 
kept pace with the times? 


® Quite a change from the stately 
old windmill to a modern power 
plant. And from the capital markets 
of former years to those of today. 

Has your organization a com- 
prehensive program geared to 
present-day financial conditions? 
Are your financing methods and 
your approach to the financial 


ike 


ONE WALL STREET 
Capital Funds over $118,000,000 


community keeping up-to-date? 

If you would like to discuss these 
questions or others in connection 
with your business, the specialists 
in our Public Utilities Department 
will welcome the opportunity. 
They are fully qualified to give 
the expert guidance which may 
be of assistance to you. 


ST 


NEW YORK 15, N.Y. 
Total Resources over $1,100,000,000 


Wituiam N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 
Public Utilities Department 
Tom P. Watker—Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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of the answer—especially when we con- 
sider Republican claims that the biggest 
and most effective lobbyists in Washing- 
ton today are Federal officials them- 
selves. 


THE opening article in this issue, en- 
titled “How about Federal Propaganda 
and Lobbying ?” is an analysis of this puz- 
zling question of lobby regulation by both 
government and private interest. The au- 
thor, Franx T. Bow, is well qualified by 
reason of his special background as gen- 
eral counsel of the House Expenditures 
Subcommittee on Publicity and Propa- 
ganda during the 80th Congress. 


Born in Canton, Ohio, Mr. Bow was 
educated at the University Preparatory 
School (Cleveland), Culver Military 
Academy, Ohio Northern University, 
and Columbia University (postgradu- 
ate). Admitted to the Ohio bar in 1923, 
Mr. Bow practiced privately and became 
the assistant attorney general of Ohio in 
1929. He has also acted as consultant to 
the Ohio Public Utilities Commission. 


* * * * 


gpm question of whether utility com- 
panies can or should avail them- 
selves of the so-called “lease-back” ar- 
rangement, so as to obtain the use of 
properties built by institutional inves- 
tors, is the subject of the article begin- 
ning on page 673 by Ernest R. ABrAMs, 
New York city business author. 


F ik 
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EDITORS (Continued) 


HY is it a certain market quotation 

of “rights” to buy newly issued 
utility shares means so little (with rela- 
tion to the open market value of such 
securities) that share earners sometimes 
do not bother to exercise such rights? 
W. F. STANLEY, vice president of South- 
western Public Service Company, in an 
article beginning on page 678, has gone 
into this question. His account raises a 
worth-while point for public utility man- 
agement desirous of keeping investor re- 
lations in a healthy condition. 


Mr. STANLEy has over a quarter of a 
century’s experience with problems of 
corporate accounting and finance. From 
1931 to 1939 he was associated with a 
prominent firm of public utility engi- 
neers and managers. During 1939 he be- 
came secretary and treasurer of General 
Public Utilities, Inc., predecessor of 
Southwestern Public Service Company, 
of which he is now an officer. He was 
active in connection with the corporate 
plans of integration which set up this or- 
ganization system as it is today. 


* * * * 


NOTHER current question which is 
worrying some public utility 
managements is the problem presented 
in the need for replacing retired plant 
at high-price levels, although deprecia- 
tion reserves are being accrued at origi- 
nal low-cost levels. CLypE OLIN FISHER, 
former chairman of the Connecticut 
Public Utilities Commission, discusses 
the economic factors involved in the rela- 
tionship between changing price levels 
and the bases for accruing depreciation 
reserves. Born in North Carolina, Dr. 
FISHER was educated at Duke Univer- 
sity (AB, ’11), Columbia University 
(AM, ’16), and Cornell University 
(PhD, ’19). He has taught extensively 
at various colleges and is now professor 
of economics at Wesleyan University, 
Middletown, Connecticut. 


THE next number of this magazine 
will be out June 8th. 
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Are they getting bigger, or smaller? 


NE way to keep an accurate and realistic 
line on your consumers’ kilowatt-hour 
consumption is to make an analysis of usage. 


Instead of having this data prepared in your 
own offices, however, call in the Recording 
and Statistical Corporation. 


We can analyze your bills in 14 the usual time 
... and at approximately 4 the cost of having 
them done in your own offices by your own 
competent people. 


The Bill Frequency Analyzer—which we de- 
veloped especially for consumers’ usage data 
—can analyze as many as 200,000 of your bills 
in one day. Consequently, the cost to you is 
but a tiny fraction of a cent per item. 


May we send you this? 


“The One Step Method of Bill Analysis” is 
an informative booklet that tells you more 
about this accurate and economical method of 
compiling consumers’ usage data. 


This Bill Frequency Analyzer—developed especially for 
utility usage data—automatically classifies and adds 
in 300 registers in one step. 


RECORDING AND STATISTICAL CORPORATION 


100 Sixth Avenue 


New York 13, N. Y. 
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Coming IN THE NEXT ISSUE 
* 


THE ELECTRIC COMPANIES HAVE A 

MUCH BIGGER JOB TO DO 
Elmer L. Lindseth, president of the Edison Electric Institute, as 
well as head of the Cleveland Electric Illuminating Company, 
reviews their performance during the first five postwar years 
and outlines the theme of the industry's plans. 


FAIR PLAY FOR THE STATE COMMISSIONS 
Replying to unwarranted criticism, Commissioner Harry M. 
Miller of the Ohio Public Utilities Commission, who is also 
president of the National Association of Railroad and Utilities 
Commissioners, issues a hard-hitting challenge for fair play in 
judgments about the success of commission regulation. 


THE ELECTRIC UTILITIES LOOK AHEAD 
A veteran executive, H. P. Liversidge, chairman of the board 
of Philadelphia Electric Company, outlines the principal danger 
which pom sc the electric industry in the years ahead. It is 
not a matter of special plea but broad public interest. 


THE PUBLIC INFORMATION PROGRAM 
A movement started by a group of operating executives to 
stress the "grass-roots'’ approach in carrying the industry's 
message to its own customers at the local level. James W. 
Parker, president of Detroit Edison Company, a leading spirit 
in this movement, explains its purposes and objectives. 


THE WELFARE STATE IN MOTION 
Has the public come to look upon the status of “public utility" 
as a mere prelude to eventual conversion to public ownership? 
Dr. Emerson P. Schmidt, director, economic research depart- 
ment, U. S. Chamber of Commerce, discusses this threat. 


WHAT'S BEING DONE ABOUT RIGHTS 

FOR UTILITY STOCKS? 
Vice President Franklin T. McClintock of Harriman Ripley & 
Co., Inc., gives us a business examination of preémptive sub- 
scription rights in utility equity financing. The problems and 
pitfalls are carefully explored. 


SECURITY ON THE HOME FRONT 
John Edgar Hoover, famous head of the ""G-men," gives us a 
special message on mobilization for national security on 
the home front—always a matter of special interest and im- 
portance to the electric utilities. Protection of utility plant and 
safe-quarding personnel are obvious points of security contact. 


* 


A | SO .. .« Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 


executives, financial experts, employees, investors, and others. 
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This advertisement is not an offer to sell or a solicitation of an offer to buy these securities. 
The offering is made only by the Prospectus. 


y issue 
a 


$27,000,000 
|merican Gas and Electric Company 


242% Serial Notes 
Dated May 1, 1950 


Maturing serially on May 1, in the principal amount of $500,000 each year from 1952 to 1955, 
inclusive, and in the principal amount of $2,500,000 each year from 1956 to 1965, inclusive. 


Maturities and Yields 





1952 1.55% 1957 2.10% 1961 2.45% 
1953 1.65 1958 2.20 1962 2.50 
1954 1.75 1959s 2.30 1963 2.55 
1955 1.85 1960 2.35 1964 - 2.575 
1956 2.00 1965 2.60 


Copies of the Prospectus may be obtained from such of the several underwriters, 
including the undersigned, as may legally offer these securities in com- 
pliance with the securities laws of the respective States. 


Union Securities Corporation 





Eastman, Dillon & Co. Lehman Brothers 
ts Allyn and Company A. G. Becker & Co. Hornblower & Weeks 
Alex. Brown & Sons Johnston, Lemon & Co. 


Raffensperger, Hughes & Co., Inc. Scott, Horner & Mason, Inc. 
Reinholdt & Gardner J. Barth & Co. 


y 3, 1950 
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“There never was in the world two opinions alike.” 


—MOoONTAIGNE 





Douctas A. MacArtHurR 
General, United States Army. 


Epitor1AL STATEMENT 
Chicago Daily Tribune. 


Marvin B. RosENBERRY 
Chief Justice, Wisconsin Supreme 
Court. 


Crem WHITAKER 
Director, American Medical 
Association. 


HerMAn W. STEINKRAUS 
Former president, Chamber of 
Commerce of the United States. 


V. peP. GouseAu 
Director of materials, Radio 
Corporation of America. 


Epwin G. Nourse 
Former chairman, Council of 
Economic Advisers. 
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“Human experience demonstrates with striking clarity 
that the farther removed a people becomes from the eco- 
nomic philosophy of free enterprise, in like ratio does its 
productive capacity deteriorate.” 


* 


“Those who believe that Socialism will be bad for the 
country need not despair of defeating it, but they must 
organize their strength and they must present their case 
without equivocation, trusting in the good sense of the 
voters.” 


* 


“The most discouraging feature of the whole process 
is that the security is to be provided by having one army 
of men take money away from the people in the form of 
taxes and another army of men spend it in the shape of 
grants and aids.” 


* 


“The American people must be aroused to come to their 
own defense. They must be told the blunt truth, that the 
welfare state is a slave state, and that the cancerous growth 
of government dependency is the most dangerous sickness 
in our world today.” 


> 


“I think the most serious thing in this country right 
now is the attack on business. Business has been so 
criticized and attacked that businessmen are a pretty 
scared lot. Congress should be providing assistance and 
cooperation instead of fear.” 


* 


“We should carefully review and evaluate our activi- 
ties to be sure that such things as human inertia, resist- 
ance to change, lack of courage to explore the unknown, 
professional jealousies, or other human failings might not 
be restricting our progress.” 


* 


“I am not happy when I see government slipping back 
into deficits as a way of life in a period when production 
and employment are high, instead of putting its fiscal 
house in order and husbanding reserves to support the 
economy if less prosperous times overtake us.” 


12 





You can turn it on a dime 

. and save plenty of time, 
too. Back it up, turn it around, 
park it—and you’II'find shorter 
turns are a cinch with a Dodge 


"Job-Rated” truck. You can load it to 


sky ... and cash in «¢ 

b-i-g-g-e-r payloads. Wh 
You can run it for @ ever your loads, what 
song ...and have your roads, you can h 
power to spare. You'll 4 whale of a lot more ir 
breeze right by the gas Dodge "Job-Rated” truck 
pumps .. . thanks to 
an engine that’s “Job- 
Rated” for on-the-job 


SALW ARYAN MSN > ° . 
ANA ow q thrift with power plus. 
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You can use it for an 
easy chair .. . and be 
master of all you survey. 
It’s “Job-Rated” so you look 
through the biggest wind- 
shield, sit on the widest 
seat of any popular truck. 


You can count on it for 
keeps...and get real de- 
pendability. Because prac- 
tically every nut and bolt 
is “Job-Rated” to fit your 
iob. Your Dodge truck 
won't let you down. 
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Joun W. BoatwricHT 
Standard Oil Company (Indiana). 


Rosert P. PATTERSON 
Former Secretary of War. 


Dwicut L. CLARKE 
President, Occidental Life Insur- 
ance Company of California. 


Harry E, Potk 
President, National Reclamation 
. Association, 


Hersert Hoover 
Former President of the United 
States. 


EprroriAL STATEMENT 
The Wall Street Journal. 


Davin S. AUSTIN 
Vice president, United States 
Steel Corporation. 
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“There are grounds for the apprehension that govern- 
ment is attempting to fit business into certain strait jackets 
or patterns. The Federal government appears to be moving 
on three fronts: prosecution, regulation, and investiga- 
tion.” 


* 


“Freedom is like a bag of sand. If there is a hole any- 
where in the bag, all the sand will run out. If any group 
of our people are denied their rights, sooner or later all 
groups stand to lose their rights. All the freedom will 
run out.” 


> 


“Distrust of the government fiscal policy was one of 
the big reasons why people are not risking their money 
in business investments. There is no real shortage of 
funds for equity; it is primarily a lack of mass interest 
and confidence.” 


* 


“Don’t let us be deceived; CVA [Columbia Valley 
Authority] would push the threatening wedge of Socialism 
just a little farther into our national economy and—make 
no mistake about it—that is the real goal its principal ad- 
vocates seek to achieve.” 


> 


“Either we are to remain on the road of individual 
initiative, enterprise, and opportunity, regulated by law, 
on which American institutions have so far progressed, 
or we are to turn down the road which leads through na- 
tionalization of utilities to the ultimate absorption into 
government of all industry and labor.” 


* 


“There is but small comfort in the ‘creeping’ toward 
statism, that we still have our wonted liberties, that we 
are yet a long way from either moral or economic bank- 
ruptcy. The tortoise will arrive as surely as the hare— 
and sometimes quicker. We think it is time people stopped 
being so complacent about how slowly we drift and more 
concerned about where we are drifting.” 


* 
“, .. unless every salesman in the country, in the years 
which lie ahead, succeeds in his effort to sell the products 
of the looms, of the rolling mills, of the forges, of the 
presses, of the farms, and mines and factories, that 
version of America which our generation holds so closely 
to heart, will remain a mythical hope based on wishful 
thinking . . . . you know, and I know, that we can produce 
from now until the end of time, and unless the output is 
sold, the result is an unhealthy inventory and a sales- 
liquidation problem entailing frightful losses. This is 
not a visionary picture. It has happened before and it can 
happen again.” 
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NEWPORT NEWS 
MECHANICAL . 


RACK RAKE 













Warer users 
troubled with trash are 
invited to write for 
new descriptive rack 
rake catalog. 





Te Newport News Mechani- 
cal Rack Rake is a power-operated 
rake for cleaning trash racks at wa- 
ter intakes for hydroelectric plants, 
steam plants, pumping stations, ca- 
nals and similar installations. It 
cleans the rack bars of trash and re- 
duces a former major hand operation 
to one of minor periodic activity. 
With Newport News Mechanical 
Rack Rake installations, one man 
per shift can, under ordinary condi- 
tions, keep the racks clean for a 
dozen bays. 


NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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THIS ACTUALLY HAPPENED! 


Purchaser asked for quotation We also quoted on RM-stand- 
on these transformers: ardtransformers as an alternate: 
3 transformers, 1000 kva each 


3 transformers, 1000 kva each Primory—22.7 kv., an optional 


Primary —22.7 kv RM voltage 

Taps—4 above primary, in 600- Taps—4 above primary, in 
volt steps 22% (568-volt) steps 
Impedance—6% Impedance—5 Y~r%A% 


Oversize bushings—an RM op- 


Oversize bushings nent a 
tion included in price. 


Our quotation: Our alternate quotation: 
Shipment—13 weeks Shipment—%6 weeks 
Price $12,807 net Price—$11,457 net 





Purchaser bought RM. Complete shipment actually made in five 
weeks. He saved 8 weeks in delivery, more than 10% in cost. 


Ask for catalog GEC-479. Apparatus Department, General Electric Company, Schenectady 5, N. Y. 








GENERAL ($6) ELECTRIC 
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This is not an offering of these shares for sale, or an offer to buy, or a solicitation of an offer to buy, 
any of such shares. The offering is made only by the Prospectus. 


















186,341 Shares 


The Brooklyn Union Gas Company 


5% Cumulative Preferred Stock 


(Convertible through June 30, 1960) 
$40 Par Value 


Rights, evidenced by Subscription Warrants, to subscribe for these shares have beer 
issued by the Company to holders of its Common Stock, which rights expire 

nd- May 22, 1950, as more fully set forth in the Prospectus. 

ate: 
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Subscription Price to Warrant Holders 





in 
$48 per share 

Op- 

Copies of the Prospectus may be obtained from the undersigned only by persons to whom 

the undersigned may legally offer these securities under applicable securities laws. 

Blyth & Co., Inc. F. S. Moseley & Co. 
five 
ost. Glore, Forgan & Co. Harriman Ripley & Co. Smith, Barney & Co. 
Incorporated 
White, Weld & Co. Wood, Struthers & Co. R. L. Day & Co. 





John C. Legg & Company Laurence M. Marks & Co. Tucker, Anthony & Co. 






May 9, 1950 
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20-Ton Storekeeper” for Power Plants 


Stockpiling 175,000 tons of coal demands a big, powerful 
“storekeeper” like this International TD-24, “Champion 
of Crawlers.” The Glen Lyn, Va., plant of the Appalachian 
Electric Power Co. uses the mighty “Champ” to help 
handle the 30 to 35 carloads of coal received daily. 

The world’s most powerful crawler—the International 
TD-24—is designed to deliver the goods on big jobs like 
this. Here’s where the big tractor really pays off in daily 
production. Unbeatable power and speed, matchless maneu- 
verability and effortless ease of control make the TD.24 
a real “Champion” on stockpiling jobs. 

See your International Industrial Power Distributor for 
a demonstration of this remarkable new tractor. 





iil | 





INTERNATIONAL HARVESTER COMPANY © Chicago 
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WHEEL TRACTORS ' 
"ow ons | sor | INDUSTRIAL POWER 
POWER UNITS — 
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This announcement is neither an offer to sell nor a solicitation of an offer to buy any 
of these Shares. The offer is made only by the Prospectus. 





283,333 Shares 


The Dayton Power and Light 
Company 


Common Stock 
($7 Par Value) 


Rights, evidenced by subscription warrants, to subscribe 
for these shares have been issued by the Company to 
its common stockholders, which rights will expire at 
3 o’clock P.M. Eastern Daylight Saving Time on May 
31, 1950, as more fully set forth in the Prospectus. 








Subscription Price $30 a Share 


The several underwriters may offer shares of Common 
Stock at prices not less than the Subscription Price set 
forth above less, in the case of sales to dealers, the con- 
cession allowed to dealers, and not greater than either 
the last sale or current offering price on the New York 
Stock Exchange, whichever is greater, plus an amount 
equal to the commission of the Stock Exchange. 


Copies of the Prospectus may be obtained from only such of the 
undersigned as may legally offer these Shares in compliance 
with the securities laws of the respective States. 








MORGAN STANLEY & CO. W. E. HUTTON & CO. 
SMITH, BARNEY & CO. HARRIMAN RIPLEY &CO. BLYTH & CO., INC. 
Incorporated 
THE FIRST BOSTON CORPORATION GOLDMAN, SACHS & Co. 
WHITE, WELD & CO. KIDDER, PEABODY & CO. 
STONE & WEBSTER SECURITIES CORPORATION 
UNION SECURITIES CORPORATION DREXEL & CO. 


May 11, 1950. 
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Advantages for Both Central Station 
and Industrial Use 


Under modérn operating conditions of high 
pressure and temperature, the problem of 
steam purity is of increasing concern to the 
designers and operators of industrial and cen- 
tral station steam generators. Foster Wheeler 
engineers have successfully met this challenge 
by developing the Dual Circulation Steam Gen- - 


availability, improved efficiency, 
maintenance of Be sips Ponebedy ta 

at one large midwest refinery. 
installoons itch have hgh mekeup rea 
ments, the Dual Circulation Steam 

is capable of providing steam of higher purity. 
with less blowdown than is possible in a con- 


ventional unit. In units. operating on condensate, — * 
silica banc iat are 


total solids and especially 
almost negligible with this design. 


Design Features of Dual Circolation 
Steam Generator 
The Foster Wheeler Dual Ci reulanns: 
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Generator consists fi feo. “separate heat ab- 
sorbing sections each Re. its own independent 
ae ce goes to the 

ree vile radiant heat absorbing 
teen which is continuously blown down into 

uty secondary convection section. 

bit oe steam is generated in the primary 
section where silica and boiler water concentra- 
tions ore low. Thus, a reduction in the 


mount of sili the steam to the 
erator which already provides materia i : igher eh chao Ht haart wrigsen: 
ower 


me mover is achieved and tube damage is 
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(omplete the whole job 


WITH AUTOMATIC 
IBM accountine 
C. 


Many utility companies have discovered that 
‘IBM Accounting does the complete job with 
its all-purpose machines, handling Payroll, 
Accounts Receivable, Accounts Payable, and 
all other accounting and statistical functions. 
The same automatic IBM machines, operated 
by the same personnel, produce all the reports, 
analyses, bills, paychecks, and records needed. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


IBM developments have lightened 
the burden of all utility account: 
ing and made it a fast, efficient 
operation. Send the coupon or call 
the_local IBM office today for full 
information. 


PSS eee eee eee es eeemm 


| 1BM, Dept. D 
590 Madison Avenue, New York 22, N.Y. 
Please send me your booklet, 
“General Accounting for Electric, Gas and 
Water Utilities.” 
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{ Pennsylvania Electric Association, Transmission and Distribution Committee, begins 
meeting, Hagerstown, Md., 1950. 





I American Institute of Electrical Engineers ends conference on telemetering, Phila- 
delphia, Pa., 1950, 





7 + for Experimental Stress Analysis ends annual spring meeting, Cleveland, Ohio, 





7 Gee gotten Manufacturers Association begins annual meeting, White Sulphur Springs, 
a., 





{ Se Kn te8s. in Gas Technology begins, Texas College of Arts and Industries, Kings- 
ville ex 





{ Oregon and Washington sees Telephone Associations will hold annual conven- 
tion, Spokane, Wash., June 9, 10, 1950. 





{ Pacific Coast Electrical Association begins annual convention, Reno, Nev., 1950. ) 








4 JUNE @ 





Geltfereis Independent Telephone Association begins annual convention, Los Angeles, 
al., 1950. 








Advertising Federation of America ends 46th annual convention, Detroit, Mich., 1950. 








Association of Women Broadcasters ends annual convention, Cleveland, Ohio, 1950. 





American Society of Refrigerating Engineers begins spring mecting, Kansas City, Mo., 
1950. 





Edison Electric Institute begins annual meeting, Atlantic City, N. J., 1950. 





The Institution of Gas Engineers begins meeting, Bournemouth, England, 1950. 











President’s Conference on Industrial Safety begins, Washington, D. C., 1950. ‘ry 
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Public 
Utilities 


FORTNIGHTLY 


Vor. XLV, No. 11 


May 25, 1950 


How about Federal Propaganda 


And Lobbying? 


One of the most closely watched special investigations now 

going on in Congress is the House committee probe of lobby- 

ing activity. But the biggest question mark is how the con- 

gressional committee will be able to overlook the fact that the 

biggest and most effective lobbyist in Washington, today, ts 
the Federal government itself. 


By FRANK T. BOW* 


UBLIC utilities have long been a 
Porine target of scrutiny, when- 

ever the allied questions of lobby- 
ing or propaganda have been raised, 
with respect to possible influence on 
the passage, change, or defeat of leg- 
islation. This tendency probably stems 
back to the antiutility atmosphere of 
the late twenties and early thirties, 
when the long investigation of the 
Federal Trade Commission seemed to 


*For personal note, see “Pages with the 
Editors.” os 
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reveal considerable activity along this 
line. 

Ever since that time, nearly every 
printed list of registered lobbyists, or 
news stories about hired publicity for 
private interest, appears to attract at- 
tention to, if not special mention of, 
what the utilities have been doing. 
They are compared with other groups 
—as to how much is spent and who is 
paying for it. Even though it is com- 
mon knowledge these days that farm, 
labor union, codperative, and other 
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business groups are openly engaged in 
similar activity, the pattern of public 
thinking has been so shaped, by cus- 
tomary usage, that “lobby stories” 
commonly bracket other types of lob- 
bying activity with some reference to 
the public utilities. 

When the House of Representatives 
of the 8lst Congress set up a special 
committee to investigate lobbying, 
public utilities bobbed up in the news 
stories regularly. This happened, even 
though utility representatives were 
among those who registered most 
promptly and reported in detail, under 
the congressional lobby regulations. 
Less general attention, perhaps, was 
given to the fact that the special House 
committee is also empowered to in- 
vestigate lobbying and propaganda by 
government agencies and bureaus. 


—_ this emphasis on public 


utilities (and more recently upon 
other private business interests) is 
understandable, the special House 
committee faces a psychological haz- 
ard. That is the danger of overlooking 
some really important stakes and play- 
ers in the lobbying game. Fortunately, 
the committee has the benefit of a con- 
siderable public record compiled by a 
subcommittee of the 80th Congress. 
These data tend to place, in more bal- 
anced perspective, the relative impor- 
tance of the biggest and most effective 
lobbying activity now in business. That 
is the Federal government itself. 
Government by propaganda is a 
relatively new development in the 
American political scene. Shortly after 
the turn of the century government 
bureaus came in for considerable criti- 
cism for employing as “clerks,” “ad- 
ministrative assistants,” etc., news- 
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papermen whose real function was to 
write speeches and publicity. 

By 1915 a Federal law was enacted 
prohibiting this practice. That is prob- 
ably the most widely ignored law on 
the Federal statute books today. 

Two hundred and fifty-six organi- 
zations, associations, unions, and firms 
reported to Congress under the Lobby- 
ing Act that they spent $7,969,710 in 
1949. The leader among the private 
lobbies was the American Medical As- 
sociation, reporting $1,522,683. 

Recent responsible estimates reveal 
that Federal publicity and public rela- 
tions activities, much of which is de- 
voted to propagandizing the public in 
behalf of legislation giving the various 
agencies and bureaus of government 
more power, cost the American tax- 
payer more than $100,000,000 per 
year. 

The Social Security Board, which 
agency has been beating the drums for 
socialized medicine, has been spending 
about $2,000,000 a year in public rela- 
tions activities—regardless of whether 
it is called publicity or propaganda, it 
is still taxpayers’ dollars. The doctors, 
spending their own money, still do not 
equal the Federal employees’ use of 
Federal funds in their attempt to regi- 
ment the medical profession. 

Federal agencies employ 2,327 full- 
time workers in publicity and public 
relations and 1,212 part-time em- 
ployees. The combined salaries of this 
group in 1948 totaled $13,043,453. 
The printing bill runs about $45,000,- 
000 and mailing $42,000,000 a year. 


N independent survey by a subcom- 
mittee of the 80th Congress re- 
vealed an unprecedented flood of news 
releases from the executive agencies. 
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Asurvey by the subcommittee showed, 
according to an estimate by the Public 
Printer, that 800 columns or 100 pages 
of The New York Times would have 
been required to print all the “hand- 
out” material received by that one 
newspaper from the Federal agencies 
during a single week. Other news- 
papers were revealed to have received 
like amounts of this material. 

Analysis showed that much of it 
was sheer propaganda designed to in- 
fluence public thinking and to bring 
pressure upon Congress. 

Yet, surprisingly, the subcommittee 
found upon further investigation that 
only a very small portion of the pres- 
sure drives, designed to mislead the 
public and bring pressure on and dis- 
credit the Congress, are covered by 
regular administrative publicity facili- 
ties cited above. To the contrary, most 
of these activities are carried on by 
propagandists who are concealed on 
the Federal payroll under a variety of 
innocent-sounding titles. 

A real service could be rendered to 
the people if the proper authorities 
would seek to locate and root out the 
incipient dangers of Federal thought 
control, that system of government 
propaganda which presumes to tell the 
people what they think about certain 
grave issues in American life today 
and what kind of legislation they 
should demand as solutions, and to 
build up pressure groups to push their 


favored bills through the Congress. 


Wears can be no question that the 
greatest and most effective lobby 
in the country today is that conducted 
by the Federal administrative agencies. 

Most of this activity is carried on 
in the field, although policies are for- 
mulated in Washington and instruc- 
tions flow from the national agency 
level. The more than 2,000,000 em- 
ployees on the Federal payroll, stra- 
tegically assigned throughout the 
forty-eight states and territories, com- 
prise a very effective field army for the 
waging of campaigns to influence pop- 
ular opinion and to bring pressure 
upon Congress on specific issues. 

It may be assumed that these vast 
numbers of employees are loyal to the 
national administration and to their 
employing agencies, and that they are 
motivated by the same desire for in- 
creased power and appropriations 
which inspires the propaganda cam- 
paigns at the national level. 

In sheer weight of numbers alone 
this vast Federal army effectively in- 
fluences public thinking. Directly or 
indirectly it touches the daily life of 
every citizen. The average citizen also 
assumes that his Federal government 
is objective and impartial and fair in 
its information services. He ordinarily 
accepts as authoritative that informa- 
tion which comes from the govern- 
ment through official channels, where- 


2 


and public relations activities, much of which is devoted to 


q “RECENT responsible estimates reveal that Federal publicity 


propagandizing the public in behalf of legislation giving the 
various agencies and bureaus of government more power, 
cost the American taxpayer more than $100,000,000 per 
year.” 


665 MAY 25, 1958 





PUBLIC UTILITIES FORTNIGHTLY 


as the individual might reject propa- 
ganda coming to him from other 
sources. He is more likely to be recep- 
tive to it when it is offered in the guise 
of information which comes through 
official channels. 


| eee propaganda is cleverly de- 
signed for the greatest possible ef- 
fectiveness. It appeals to the special 
interests of groups and individuals by 
seeming to promote their special ad- 
vantage. If instinctive fear of increas- 
ing power of government intrudes to 
make the individual wary, he is 
soothed with an assurance that con- 
trols and restrictions will fall upon 
him lightly if at all, and is encouraged 
to believe that other areas of our na- 
tional life need a little more control- 
ling anyway. 

The Federal propaganda of the mo- 
ment carefully avoids telling the group 
or individual, under pressure, that vig- 
orous campaigns are conducted in oth- 
er areas which, if successful, will in- 
crease their tax burden and throw add- 
ed restrictions upon their liberties. 

This need not be taken as a reflec- 
tion upon the public intelligence but 
it can be pointed out, however, that the 
American people are unaware of this 
new technique of influencing public 
opinion. American citizens have not 
learned how cleverly facts may be dis- 
torted and information colored to mis- 
lead them. They have not yet realized 
how their faith in the Federal govern- 
ment can be abused for the purpose of 
conditioning national thinking. 

While most of the lobbying activity 
by Federal employees is aimed at spe- 
cific legislation to increase the power 
and appropriations of specific depart- 
ments and agencies, the over-all ef- 
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fect is a tremendous and constant pres- 
sure for more expensive government 
and further encroachment upon the 
rights and liberties of the individual 
citizen. 

Unless proper checks are devised 
and enforced the inevitable result will 
be a further concentration of power, 
higher taxes, and less freedom for the 
individual. 


HERE is no question but what the 
problem presents an increasing 
threat to our present system of gov- 
ernment inasmuch as any legislator 
who attempts to oppose legislation ad- 
vocated by federally inspired pressure 
groups for what he may see as a 
greater national good is increasingly 
victimized by each expansion of the 
Federal government and the number 
of its employees. Thus, while the na- 
tion as a whole cries for lower taxes 
and less interference from Washing- 
ton, it becomes increasingly difficult to 
decrease either controls or taxes be- 
cause important pressure groups are 
constantly being stimulated from 
Washington to resist such proposals. 
The public is being conditioned by 
its own government to demand more 
and more subsidies, guaranties, and 
outright grants and to defeat any 
member of Congress who dares to 
raise his voice in protest. This indeed 
raises a serious question as to the cour- 
age of the men on Capitol Hill. Will 
they, as members of Congress, and in 
the face of ever-increasing govern- 
ment propaganda, become progressive- 
ly more subservient to pressure groups 
until their effectiveness and that of 
Congress as an equal branch of gov- 
ernment is destroyed, or will we, 
sometime in the near future, see an 
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Effective Propaganda 


as eee propaganda is cleverly designed for the greatest possible 

effectiveness. It appeals to the special interests of groups and in- 

dividuals by seeming to promote their special advantage. If instinctive 

fear of increasing power of government intrudes to make the individual 

wary, he is soothed with an assurance that controls and restrictions will 

fall upon him lightly if at all, and is encouraged to believe that other areas 
of our national life need a little more controlling anyway.” 





effective remedy taken in time? 

It was pointed out sometime ago, by 
a subcommittee of the House of Rep- 
resentatives investigating publicity and 
propaganda, that the situation had 
reached the danger point. They point- 
ed out that the Constitution provides 
for a Federal government of three 
separate branches, but that there is a 
fourth invisible branch which is be- 
coming more powerful everyday. This 
is the bureaucratic branch. Through 
instrumentalities within the adminis- 
trative branch, this group has come to 
exercise increasing influence which in- 
fringes upon legislation and which 
might very conceivably come to exer- 
cise such invisible power that it will 
seek to dominate the executive branch 
as it is now seeking to dominate the 
Congress. 


Pressure for the increase of appro- 
priations by the action of those in 
Cabinet positions is not new. It will 
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be recalled that in recent years cus- 
toms inspectors were laid off at the 
time of an attempted increase in the 
Customs appropriation. Reclamation 
projects in the Far West were shut 
down, at a great loss to the govern- 
ment, when there were still sufficient 
funds to carry them on, all in an effort 
to pressure the Congress for larger 
appropriations. The Postmaster Gen- 
eral, when his appropriation for the 
operation of his department was being 
considered, caused a reduction in mail 
delivery throughout the nation. This 
reduction, regardless of the fact that 
the previous appropriation had been 
granted with a very small decrease to 
the Postmaster General. 

It must, of course, be recognized 
that certain information services are 
an essential part of any institutional 
operation, but it still can be insisted 
that there is a clear line of distinction 
between legitimate information serv- 
ices and those additional operations 
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which tend to build up public opinion 
in favor of more projects, broader 
programs, or Federal invasion of new 
spheres of public service. It is pri- 
marily the latter which will be dis- 
cussed in this article. 

By looking at just a few of the de- 
partments a quick summary can be 
outlined. 

In the Department of Agriculture, 
according to.the last figures available 
to the writer, there were 525 persons 
engaged in public relations work. 
Salaries ranged from $10,000 down to 
$1,888 a year, but only 204 members 
of this robust information staff were 
in Washington. The rest were found 
in branch offices of the department 
throughout the country and in Alaska 
and Puerto Rico. Every known 
media of intelligence is utilized by 
Agriculture. 


tees Office of Information pre- 
pared 1,998 press releases in nine 
months, an average of 11 every work- 
ing day. During the same month the 
office prepared 837 radio scripts, in- 
cluding several network programs. 
The radio time contributed for these 
programs normally has a commercial 
value of more than $500,000 a year. 
The same nine months saw 17 new 
motion picture films released through 
the department’s film station, and, in 
the same year, Agriculture’s combined 
printing bill, all bureaus, divisions, 
and offices, was $2,260,784, exclusive 
of mimeographing processes within 
the department. 

The country was shocked recently 
when Senator Aiken exposed the fact 
that Secretary Brannan had hired an 
audience of 3,000 farmers from every 
county in the state of Minnesota to 


MAY 25, 1950 


hear him make a political speech on a 
forum shared with Senator Hum- 
phrey. The plan was simple. By the 
expenditure of fifty to one hundred 
thousand dollars, local committeemen 
of the State Soil Conservation pro- 
gram were invited to attend the meet- 
ing ostensibly to discuss the conserva- 
tion program for the forthcoming 
year on the basis of mileage and per 
diem expense which, as a rule, was 
sufficient to cover the cost of bringing 
the committeeman’s wife or a guest. 
That other such meetings have been 
held in the past and will continue to 
be held in the future is entirely prob- 
able so long as the present government 
program is being propagandized at the 
taxpayers’ expense. 

Certainly this technique is far from 
unusual. By an amazing coincidence 
the REA annually finds urgent busi- 
ness for consultation with members of 
boards of directors of local codpera- 
tives just at the time when the annual 
appropriation for the REA is pending 
before the House and the Senate. 
Hundreds of such codperative mem- 
bers get free trips to Washington and, 
oddly enough, never fail to drop in for 
a visit with their own Congressmen to 
urge support for the pending bill, sup- 
port which has always been unfail- 
ingly granted. Many pending matters 
that could have been transacted in the 
field or by journeys to Washington at 
less coincidental times, suddenly come 
to a head at the crucial moment on the 
appropriations bill. Members of the 
Appropriations Committee are par- 
ticularly subject to such visits. 


| eye the propaganda activities 
of the Bureau of Reclamation 
were so obvious and involved they re- 
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ceived a major portion of the Propa- 
ganda Subcommittee’s attention. The 
investigation of this agency took up 
several months of the subcommittee’s 
time. 

The subcommittee, in its report on 
the Bureau of Reclamation, said “the 
most shocking and amazing story of 
bureaucratic intrigue was unfolded.” 
It accused Commissioner Straus of 
calculated deception. 

Other parts of the “sordid story” 
which the subcommittee had presented 
to it included: “Incompetency, eva- 
sion of the intent of Congress, disre- 
gard for the truth, deliberate withhold- 
ing of material information from com- 
mittees of Congress, and willful viola- 
tion of Federal law.” 

Considerable interest was expressed 
in the fact that practically all the top 
officials of the Bureau of Reclamation 
were former newspapermen, rather 
than engineers. 

Because they were being sidetracked 
in favor of the propaganda experts, 
who were increasingly filling key 
posts, the committee found that many 
of the career employees “today fight 
against heavy odds to maintain their 
reputations and many have left, or are 
now threatening to leave, the de- 
partment...” 

The testimony of Leon Hostetter, 
a former employee of the bureau, was 


x 


significant in this respect. Mr. Hostet- 
ter, a competent and highly trained 
engineer, resigned his position to enter 
private employment. He had been dis- 
illusioned by activities within the bu- 
reau. He testified that when he at- 
tempted to discuss his problems with 
other bureau employees, he found 
them “out making speeches.” 

Mr. Hostetter testified that another 
employee expressed surprise that he 
would leave the bureau, thinking that 
he would prefer, as he put it, to “be a 
member of the organization which 
would preside over the social changes 
in Central valley.” 


= subcommittee found strong 
implication that the Reclamation 
Bureau had been active in the organi- 
zation and operation of propaganda- 
front conferences. It is interesting to 
note that other Federal agencies were 
found active in organization and op- 
eration of propaganda-front confer- 
ences, and in sponsoring and organiz- 
ing propaganda organizations. Com- 
missioner Straus frankly stated that 
statements for outside witnesses had 
been prepared by the Bureau of 
Reclamation staff and Assistant Com- 
missioner Markwell said that outside 
witnesses had been “stimulated.” 

In addition to engineers actually 
working on reclamation projects, it 


authorities would seek to locate and root out the incipient 


q “A REAL Service could be rendered to the people if the proper 


dangers of Federal thought control, that system of govern- 
ment propaganda which presumes to tell the people what 
they think about certain grave issues in American life today 
and what kind of legislation they should demand as solu- 
tions, and to build up pressure groups to push their favored 
bills through the Congress.” 


669 


MAY 25, 1950 





PUBLIC UTILITIES FORTNIGHTLY 


was found that the bureau had vari- 
ous types of personnel roaming about 
the country, telling the bureau’s story 
to the public, and, of course, all these 
‘ people spoke with the tremendous 
prestige and supposed objectivity of 
the Federal government back of them. 


te. of the most interesting stories 
of all unfolded by the subcommit- 
tee had to do with the unusual manner 
in which the bureau labeled its pub- 
lic relations men when Congress 
sought to curtail the illegal propa- 
ganda activity by cutting down on the 
appropriation for information activi- 
ties. These employees were simply 
shifted over to other positions on the 
payroll. Commissioner Straus himself 
explained how this was done at a meet- 
ing of Reclamation officials in Salt 
Lake City. He said in part : “Regions 
1 and 2, and the other regions, were 
informed of the legislation, the ap- 
propriation action, and were instruct- 
ed to make what disposition they saw 
fit of their regional information 
agents that heretofore had been 
charged to salaries and expenses, it 
being pointed out to them that it would 
not be enough to merely put the same 
information on a centralized project 
payroll, but that they would have to 
change the description and carry it in 
some other way that came within the 
limitation.” 

Concerning the propaganda activi- 
ties of the Reclamation Bureau, the 
Propaganda Subcommittee reported : 


It is the opinion of our committee 
that the bureau has deliberately and 
willfully gone beyond its proper and 
lawful public information function. It 
has expended undetermined sums in 
propaganda designed to generate pub- 


lic approval of official policies. It has 
disseminated material craftily planned 
to smear and discredit its critics and 
to undermine the influence of members 
of Congress who, in the performance 
of their duty, would expose question- 
able practices of the bureau. 

This subcommittee has assembled a 
voluminous file of publications, re 
leases, speeches, and other propaganda 
material, prepared and distributed by 
the bureau, or printed by its support- 
ing groups and distributed through 
regular bureau channels. A large num- 
ber of pamphlets on technical subjects 
have been carefully written in laymen’s 
language, with clever emphasis upon 
the complexity of the problems in- 
volved. The implication is clear that 
the bureau should be given blanket 
authority without inquiring too closely 
into what the bureau does, or how it 
affects the real interests of the nation. 


| ray the most intriguing pub- 
licity document disclosed was one 
entitled, “They Subdued the Desert.” 
The publication was prepared by Bar- 
row Lyons while serving as chief in- 
formation officer of the Bureau of 
Reclamation. Mr. Lyons toured the 
seventeen Reclamation states during 
October and November of 1946, writ- 
ing this story as told to him, “by the 
men who supply water, till the land, 
and feed their flocks and herds.” The 
booklet portrayed in a favorable light 
those persons who favored the bu- 
reau’s policy, and in an unfavorable 
light those who opposed it. 

Concerning this publication, the 
subcommittee found: 

A close examination of the publica- 
tion leads the committee to the con- 
clusion that it was sheer propaganda 
and not even of the subtle variety gen- 
erally encountered under similar cir- 
cumstances. 

Articles were written in a manner 
that would influence class against 
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class, liberal against conservative, and 
inject into the minds of readers, ide- 
ologies sponsored by some of the plan- 
ners within the bureau. 


All this was done at government 
expense. 


t was from this same Mr. Lyons, 
| acting chief information officer of 
the bureau, that the subcommittee 
karned how such information activi- 
ties can be affected by the political 
situation. Mr. Lyons testified : 


In the first place, as long as the Con- 
gress is on the other side of a policy 
from the administration, I think the 
administration should be very careful 
about how it sells a program. I think 
that as long as there is conflict in policy 
between Congress and the administra- 
tion, that information becomes a very 
ticklish job. As long as there is agree- 
ment, if they are both Democratic or 
they are both Republican, I think they 
can pull the stops out pretty well on 
promoting a policy. 


Evidently, it can be assumed from 
this testimony that all the stops have 
now been pulled out. 

But far from being an isolated ex- 
ample, the activities of the bureau 
pear to be fairly typical of. other 
Federal agencies which came under the 
srutiny of the subcommittee. 

Because they are further illustrative 
of the pattern of Federal propaganda, 
kt us examine several others uncov- 
ered by this investigative group. 

It was found that officials of six 
Federal agencies were active in creat- 
ing pressure upon Congress for enact- 
ment of socialized medicine or na- 
tional health insurance—a question 
which is currently one of the hottest 
issues before Congress. These pres- 
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sure campaigns were carried on 
through the formation of so-called 
Health Work Shops. Interested per- 
sons from all over an area were called 
in to discuss their health problems. 
The Federal propagandists sat in as 
experts, presumably to give expert 
answers to any questions which might 
come up. But the subcommittee found 
that the questions were cleverly staged 
so that enactment of socialized medi- 
cine appeared to be the one and only 
answer to all problems. 

Concerning these meetings the sub- 
committee found : 


All the evidence before us indicates 
that these health workshops were 
planned, conducted, and largely 
financed with Federal funds, by a key 
group on the Federal payroll, who used 
the workshop method of discussion 
subtly to generate public sentiment in 
behalf of socialized medicine. It is 
evident from the records that most of 
the planning was done by the Federal 
officials in Washington prior to each 
workshop conference and that each 
meeting was devoted to their own pur- 
poses, that of organizing pressure 
groups to agitate for compulsory 
health insurance, as then pending in 
Congress. 


C was further found that “extra- 
ordinary executive pressure” was 
exerted by the Surgeon-General upon 
the staff of the U. S. Public Health 
Service to further the propaganda 
campaign for socialized medicine. 

Regarding this investigation, and 
its implications, Chairman Harness 
was moved to declare: 


If the medical profession and all our 
hospitals can be taken over by the Fed- 
eral government and forced into a new 
and gigantic health bureaucracy, then 
it would only be a question of time until 
Washington likewise moved into the 
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field of education, religion, the press, 
and radio. 

Freedom soon would be in total 
eclipse. 


ii is impossible to outline in detail 
all of the propaganda programs of 
the various agencies and bureaus of 
government. 

Much of this activity would seem 
illegal under § 201, Title 18 of the 
U. S. Code. That section offers a 
blanket prohibition against the use of 
any Federal appropriation for the pur- 
pose of influencing legislation before 
Congress. Instances have been called 
to the attention of the Attorney Gen- 
eral of these violations, but no action 
has been taken. Vigorous prosecution 
of one case would have a salutary 
effect on many others. 

This issue is challenging in that it 
reveals for public examination the 
manner in which government lobbyists 
operate on the government payroll, 
how they are always at work to ex- 
pand their fields of interest, to per- 
petuate themselves in office, and to im- 
pose their ideas and systems upon the 
American people by organized propa- 
ganda, paid for entirely by the diver- 
sion of public funds from their true 
purposes to the shielded purposes of 
the top bureaucrats and planners. 

The fundamental issue from the 
legislative standpoint is whether or not 
the Congress of the United States has 
lost its power to establish and main- 
tain the sort of government the people 


want; or whether the bureaucrats are 
supreme and can give the sort of gov- 
ernment they want, regardless of Con- 
gress, regardless of elections, regard- 
less of public opinion. 

This is a question which goes to the 
very roots of popular government. 


| the bureaucrats are above Con- 
gress, and may defy Congress in the 
way they spend their appropriations, 
then representative government has 
become a fiction. 

William Dwight, general manager 
of the Holyoke (Massachusetts) 
Transcript-Telegram warned his fel- 
low members of the American News- 
paper Publishers Association recently 
of the dangers of propaganda drives. 
Mr. Dwight said: 


We print columns of propaganda 
under the guise of news, advocating 
those things which we know threaten 
to destroy us. We pay out money for 
the privilege of assisting in changing 
our cloak of freedom for the rags of 
government domination and slavery. 

We justify it on the basis that we 
are broad-minded and want to give 
both sides of the story. If only we 
would give both sides! Instead, the 
clever propagandists are using us to 
put their subversive ideas across while 
many of us stand by silently. 


“Tell the people the truth,” he said, 
“in words they will understand. Don’t 
be so squeamish about those toes ycu 
step on; forget politics. We can save 
America and Americans if we act 
quickly. It is later than we think.” 





ae A cemnuunne that promises social security when it is continually 

diluting money, is not only a hypocrite, but morally a thief. Until 
this is clearly seen by the millions whose pockets are picked, there will 
be no stopping the downhill course.” 


—SAMUEL B. PATTENGILL, 


Legal department, Pure Oil Company. 
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The Sale and Lease Back of 
Corporate Property 


Within the last few years national chain stores and other commercial 
organizations have been able to work out a mutually beneficial arrange- 
ment with instiiutional investors for the construction of their stores, 
office buildings, and other operating properties. Life insurance com- 
panies, for example, find a safe long-term and well-paying placement 
for their deposited funds by investing in such properties which can be 
in turn leased over the full period to the operating business interests. 
The latter thereby obtain the release of their own funds for future expan- 
sion or operating purposes. 


By ERNEST R. ABRAMS* 


corporations and their leasing 

back of the identical premises 
recently has been extended to the com- 
munication utility field. On March 12, 
1948, Western Union Telegraph Com- 
pany sold its headquarters office build- 
ing at 60 Hudson street in New York 
tity to the Woodmen of the World. 
And as a variant of the device, Asso- 
tiated Telephone Company, Ltd., the 
largest independent telephone com- 
pany in the country and a subsidiary 
of General Telephone Corporation, 
currently is negotiating with Conti- 
nental Assurance Company of Chi- 
cago and Mutual Life Insurance Com- 
pany of New York for financing the 
construction of revenue accounting 
and commercial buildings at Long 


is sale of the real property of 


*For personal note, see “Pages with the 
Editors.” 
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Beach and Santa Monica, California, 
respectively, which the utility will 
occupy under long-term leases. A 
third Associated building is proposed 
for San Bernardino, which it is con- 
templated some life insurance com- 
pany will finance and own. 
According to Burns W. Lee Asso- 
ciates, public relations counsel of Los 
Angeles, the George W. Carter Com- 
pany has constructed 41 buildings for 
Pacific Telephone & Telegraph Com- 
pany, in addition to doing the work 
now under construction for the Asso- 
ciated Telephone Company. Carter 
has taken on the job not only of con- 
structing the buildings but handling 
interim financing and negotiating the 
sale to an investor, plus arranging for 
the long-term leases for his clients. 
The advantage of these deals is that 
the client’s capital is not tied up at any 
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time in any amount during the 
transaction. 


HE sale and lease back of cor- 

porate property is not a new in- 
vention. Professor William L. Cary 
of Northwestern University Law 
School mentions, in the Harvard Law 
Review of November, 1948,' an Eng- 
lish case of sale and lease back— 
Yorkshire Ry. Wagon Co. v. Maclure 
—which was before the courts in 
1882. Originally utilized in this coun- 
try almost exclusively by the field of 
retailing, the device has been adopted 
by practically all forms of business 
enterprise where a substantial portion 
of the assets is represented by fixed 
property. Moreover, where the pur- 
chase and lease back of corporate 
property was first made largely by 
individual investors and estates, it has 
now spread to life insurance com- 
panies, colleges, and charitable in- 
stitutions. 

Although legal reserve life insur- 
ance companies have been lending 
money on nonhousing real estate for 
more than a century, it was not until 
early in 1946 that the laws of any but 
a few states permitted them to acquire 
this type of property, except under 
foreclosure; then they had to sell it as 
soon as they could. New York life 
companies could buy or build only 
projects for living purposes until 
1946, and then only if they owned the 
land in fee or held it under long-term 
leases. Even after the law was amend- 
ed, it took a favorable opinion from 
the attorney general to insure they 
could buy or construct nonhousing 


* “Corporate Financing through the Sale 
and Lease Back of Property; Business, Tax, 
and Policy Considerations.” 
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projects on leaseholds. By the close 
of 1949, approximately three-quarters 
of the states had amended their insur- 
ance laws to permit legal reserve life 
insurance companies to invest in in- 
come-producing real estate of a non- 
housing character. 


_ the laws of the states are by no 
means uniform. Some states give 
the right only to companies domiciled 
outside their borders. Others restrict 
the privilege to domestic companies. 
And still others make no distinction 
whatever. In addition, many states 
place a limit on the amount of total 
assets that can be invested in this type 
of property. In New York, life insur- 
ance investments in nonhousing real 
estate are limited to 3 per cent of total 
assets, with no individual investment 
representing more than one-quarter of 
1 per cent of admitted assets. The 
1945 New Jersey law put the ceiling 
at 5 per cent, while the 1947 Tennessee 
law fixed the limit for domestic com- 
panies at 10 per cent. Moreover, both 
New Jersey and New York permit the 
purchase or construction of leasehold 
projects, while other states prohibit 
any but fee transactions. 
Educational institutions started the 
purchase and lease back of corporate 
property ahead of the legal reserve life 
companies, although churches and re- 
ligious bodies were well ahead of 
them. Although too large to be typical, 
the transaction between Allied Stores 
Corporation and Union College at 
Schenectady, New York, is perhaps 
the best known. Allied Stores owned 
substantially all the land, buildings, 
and fixed equipment occupied by de- 
partment stores in six cities, plus the 
stock of two realty companies owning 
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Origin of the Lease Back 


6¢ HE sale and lease back of corporate property is not a new inven- 

tion. . . . Originally utilized in this country almost exclusively 
by the field of retailing, the device has been adopted by practically all 
forms of business enterprise where a substantial portion of the assets 
is represented by fixed property. Moreover, where the purchase and 
lease back of corporate property was first made largely by individual 
investors and estates, it has now spread to life insurance companies, 

colleges, and charitable institutions.” 





property in Boston. On June 1, 1945, 
Allied Stores sold this property and 
stock to Union College’s real estate 
holding subsidiary for $16,150,000, or 
slightly more than its net depreciated 
value of $16,000,000. Roughly $11,- 
000,000 of this value was represented 
by land. After the payment of exist- 
ing mortgages, the net cash accruing 
to Allied Stores was a little over 
$8,000,000. 


8 jae CoL.eceE then leased these 
properties back to Allied Stores 
or its subsidiaries for thirty years, 
with renewal options running another 
thirty years, for an aggregate rental 
of $26,015,876. If all leases were to 
terminate at the end of the 30-year 
period, the average annual rental 
would be equivalent to 5.37 per cent 
of the selling price of the property. 
But on the basis of sixty years, rentals 
would be at the average rate of 3.43 
per cent, since rentals during the 30- 
year renewal period were fixed at just 
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over 2 per cent of the land value alone, 
with a minimum annual rental of 
$240,000. 

To finance its purchase from Allied 
Stores, Union College borrowed #,- 
000,000 at 24 and 2 per cent from a 
New York bank, which was to be 
amortized over a 5-year term with 
interest dropping as the loan was re- 
duced. 

It also sold $12,000,000 20- 
year first mortgage bonds, secured by 
the Allied properties and bearing an 
average annual rate of about 34 per 
cent, to the Prudential Life Insurance 
Company. As a result of these bor- 
rowings, Union College’s actual out- 
of-pocket investment was $150,000, 
while it received the difference be- 
tween the sum of the rentals and the 
interest on its debt as income. How- 
ever, it announced at the time the 
bonds were sold that it would devote 
all income from the Allied property to 
debt retirement for a period of twenty 
years. 
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_ are four major advantages 
to the corporate vendor in use of 
the sale and lease-back device. First, 
it thaws out for current working pur- 
poses the capital which has been frozen 
in fixed property. Second, it increases 
the corporation’s borrowing power, in 
the absence of funded debt. Third, it 
provides more ready cash than could 
be borrowed on the property through 
mortgages or bonds. Fourth, it per- 
mits the writing off of the investment 
in fixed property during the term of 
the lease, including the cost of the land 
which cannot be amortized under tax 
laws. Without using too sharp a 


pencil, corporate managements place 
the net rental for the real estate they 
once owned at about 3.7 per cent per 
annum or less than the cost of pre- 
ferred stock money to most of them. 

There are, however, three major 
disadvantages to use of the device. 


First, the rental paid under the lease 
is usually at a higher rate than the cost 
of borrowed funds under an in- 
denture, because (1) the lessor does 
not have the general obligation of the 
lessee; (2) the investment in land and 
buildings lacks liquidity and ready 
marketability; and (3) considerable 
time is consumed in tailoring the sale 
and lease-back agreement to the spe- 
cific needs of the vending corporation. 
Second, although the seller no longer 
holds title to fixed property, he does 
have full responsibility for insurance, 
maintenance, taxes, and other func- 
tions of ownership, and has bound 
himself to pay rentals equivalent in the 
aggregate to the amortized sale price, 
plus interest. Third, although rental 
payments become operating expenses 
and permit of some tax reductions, 
this advantage may be offset,-in large 
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part, by the loss of credit for de- 
preciation of the property. 


ewe 1925 and 1949, the admit- 
ted assets of all legal reserve life 
insurance companies rose from $12.9 
billion to $59.3 billion, but their mort- 
gage holdings, while growing from 
$4.8 billion to $12.9 billion, represent- 
ed a smaller proportion of admitted 
assets at the close of the period than 
at its start. Where mortgages repre- 
sented 42 per cent of total holdings in 
1925, they were down to 21.7 per cent 
in 1949. On the other hand, U. S. 
government bondholdings of life in- 
surance companies jumped from 
$700,000,000 in 1925 to $15,175,- 
000,000 in 1949 and, percentagewise, 
they rose from 5.6 per cent to 25.6 
per cent of admitted assets. Perhaps 
the relatively low rate of increase in 
mortgage holdings in dollar volume, 
and their drop by practically one-half 
in relation to admitted assets, is due to 
the many invasions government lend- 
ing agencies have made of the real 
estate mortage field in the past. 

On January 31, 1947, legal reserve 
life insurance companies held commer- 
cial nonhousing real estate for invest- 
ment which represented an outlay on 
their part of $95,193,000. On Novem- 
ber 30, 1949, or thirty-four months 
later, this type of investment had risen 
to $472,215,000 or by $337,022,000. 
Although it is impossible to determine 
with exactness what part of this in- 
crease resulted from the purchase and 
lease back of business properties, life 
insurance officials estimate the volume 
of this variety of investment since the 
close of 1945 runs upwards of $350,- 
000,000. Roughly 66 per cent of this 
lease-back property was comprised of 
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buildings occupied by department and 
chain stores in all parts of the country, 
21 per cent was industrial buildings 
(New York Life built a $10,000,000 
structure for Continental Can on the 
West coast and leased it to them), and 
the remaining 13 per cent was office 
buildings. 


HE opportunity to acquire real 

estate from top-credit corpora- 
tions and lease it back to them has 
opened a new field of investment for 
life insurance companies at a time 
when the earning power of their funds 
was at its lowest level in a century. If 
a life company or a college or a chari- 
table institution can buy a desirable 
property from a sound credit risk and 
lease it back to the seller for 6 per cent 
of the purchase price annually for 
twenty-five years, they can retire their 
entire investment during the lease pe- 
riod and earn 34 per cent on their 
money. That’s about one-half of 1 
per cent more than the average earn- 
ings of all legal reserve life companies 
on their investment holdings in 1949. 
And if the term of the lease is longer 
than twenty-five years, the rate of re- 
turn is higher. 

Although no value will be assigned 
to the property on the buyer’s books 
after the lease expires, since it was 
amortized during the term of the lease, 
the land will still be there or, as the 
case may be, the unexpired term of the 
leasehold, as will be the improvements 
if they have been properly maintained. 
So the chances are good for a con- 
tinuing flow of income after the lease 
has expired. And should the demand 
exist, a new building could be erected 
or the old building modernized. 


ETURNING to the communication 
utilities discussed in the first 
paragraph, Western Union leased 
from the Woodmen of the World the 
building it sold to them for an initial 
period of twenty-five years, plus re- 
newal options extending for an addi- 
tional seventy-five years. Associated 
Telephone is leasing the Long Beach 
building from its owner for thirty 
years, with option renewals for two 
additional periods of ten years each, 
and is leasing the Santa Monica build- 
ing for forty years with an option to 
renew the lease for ten more years. 
Although rentals have not been dis- 
closed, it is understood they approxi- 
mate 6 per cent of the cost. Both the 
Long Beach building, costing $650,- 
000, and the Santa Monica building, 
costing $875,000, are general purpose 
structures, in no way suited solely to 
the telephone business. The San 
Bernardino building, on which con- 
struction has not started, is a mainte- 
nance structure, costing $300,000. 
Except in peculiar situations, it 
hardly appears likely that the leasing 
of buildings at 6 per cent of their cost, 
plus all operating costs, insurance, and 
taxes, offers much of advantage to 
electric and gas utilities. Their over- 
all cost of capital today runs less than 
this charge and, obviously, leased 
property could not be included in the 
rate base. Moreover, restrictive pro- 
visions of bond indentures doubtless 
would prevent them from selling prop- 
erty for lease-back purposes without 
turning over the proceeds of the sale 
to the trustee, and this would defeat 
their purpose in selling. Still, there 
may be occasions when the device will 
fit into financing or expansion plans. 
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Frequently the market quotations of rights to buy newly issued 
utility shares are so little—with relation to open market value 
of such securities—that it hardly pays the owner to market 
them, if he does not care to exercise such rights. Is public 
utility management overlooking a valuable angle of investor 
relations when it fails to make sure that the rights of common 
shareholders are really worth something? 


By W. F. STANLEY* 
VICE PRESIDENT AND SECRETARY, SOUTHWESTERN 
PUBLIC SERVICE COMPANY 


tric utilities already have ac- 

complished more than 60 per 
cent of the public financing necessary 
to complete the industry’s 4-year 
program of expansion. 

Favorable market conditions both 
for debt securities and equities, to- 
gether with the favorable earnings 
comparisons for most electric utilities 
during the past year, have contributed 
to the successful outcome of the in- 
dustry’s financing to date. 

While the industry is not presently 
beset with any serious obstacles in the 
continued raising of the necessary 
funds, it is still confronted by prob- 
lems as to the method of financing 
to be employed, particularly as to 
equities. 


I ATEST estimates indicate that elec- 


*For additional personal note, see “Pages 
with the Editors.” 
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Perhaps chief among these problems 
is that of the offering of common stock 
to stockholders under preémptive 
rights as against the sale of stock di- 
rectly to the investing public. This is 
a broad question, with room for argu- 
ment on both sides, and one which it 
is difficult to answer in general terms. 

The higher market levels which 
have prevailed for common stock of 
electric utilities for the past six months 
or more have, however, underscored 
another problem for companies which 
either are compelled or desire to offer 
to their own stockholders the first op- 
portunity of purchasing common 
shares to be sold. This problem relates 
to the percentage discount below exist- 
ing market levels at which the stock 
should be offered to the prospective 
stockholders. 
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pany the Second World War it 
was the general custom, upon an 
offering of additional stock to stock- 
holders, to fix the offering price sub- 
stantially below market levels. In this 
way the company could be reasonably 
assured of receiving the funds it need- 
ed, and, under such circumstances, no 
underwriting was necessary. These 
discounts often ran 20 per cent, 25 per 
cent, 30 per cent, or even more below 
the then existing market for the stock. 

While this procedure was usually 
successful in raising the required 
funds, it resulted in substantial dilu- 
tion because of the larger number of 
new shares which had to be issued, 
and often seriously affected the mar- 
ket value of the stock, sometimes for 
a protracted period. While a lower 
discount would have lessened the dilu- 
tion and the consequent adverse mar- 
ket effect, it would also have tended 


to reduce subscriptions, so that under- 
writing of the issue by an investment 
banking group would become advisa- 


ble. Thus a smaller discount would 
increase the underwriting risk and 
might make the financing cost rela- 
tively high. 

It was primarily in an effort to 
solve this problem by reducing the dis- 
count without substantially increasing 
underwriting expense, that the so- 
called excess subscription privilege 
was developed and first employed by 
Southwestern Public Service Com- 
pany in its offering to stockholders in 
February, 1947. Under this technique, 
stockholders were permitted, in addi- 
tion to their right to buy their pro rata 
share of the new stock, to subscribe 
for any number of additional shares, 
such additional subscription being 
subject to allotment in case subscrip- 
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tions were received for more shares 
than the number offered. 

It is now generally recognized that 
the excess subscription method and 
the payment of commissions to se- 
curity dealers for assisting in handling 
and obtaining subscriptions, have con- 
tributed to the success of many offer- 
ings of common stock of electric util- 
ity companies in the past three years 
where the offering price was relatively 
close to the market. Both of these 
methods served to reduce the under- 
writing risk by giving greater assur- 
ance that a larger percentage of the 
stock would be subscribed. The pay- 
ment of commissions to security deal- 
ers was also first used in the South- 
western Public Service Company 
offering of February, 1947. 


HE average discount below the 

market at which 32 issues of 
common stock were offered to stock- 
holders from January 1, 1948, to Sep- 
tember 20, 1949, was approximately 
9 per cent where the excess subscrip- 
tion privilege was not used, while on 
21 similar issues, where the excess 
subscription privilege was used, the 
average discount was approximately 
7.4 per cent. 

Discounts from market levels have 
shown a decreasing tendency during 
the past year, as the general market 
for utility securities has moved up- 
ward, reflecting the greater demand 
for these equities, and consequently 
smaller risk to the underwriters, until, 
in recent months, discounts have been 
reduced almost to the vanishing point. 
The pendulum seems to have almost 
completed its full arc from the sub- 
stantial discount of the past, to a point 
where the offerings have been made 
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Success of Electric Industry Financing 


CCP ATEST estimates indicate that electric utilities already have ac- 

complished more than 60 per cent of the public financing neces- 

sary to complete the industry’s 4-year program of expansion. Favor- 

able market conditions both for debt securities and equities, together 

with the favorable earnings comparisons for most electric utilities dur- 

ing the past year, have contributed to the successful outcome of the 
industry's financing to date.” 





at, or only very slightly below, the 
market price. 

During the past four months addi- 
tional stock has been offered by a num- 
ber of electric utilities to their stock- 
holders at prices so close to the market 
that the rights had little or no value. 
In six cases of this kind, indicated 
average value of the rights was in the 
neighborhood of four cents. In sev- 
eral cases the’ average value of the 
rights was closer to one cent, or only 
$1 per 100 shares held. Admittedly, 
under these circumstances, the com- 
pany received the highest possible 
price for the stock. This sounds per- 
suasive at first consideration, but what 
about the stockholder and the invest- 
ment dealer? 


wy us first consider the stockholder’s 
reaction. He receives a warrant 
for his rights and a lengthy pro- 
spectus as well as a letter of transmittal 
outlining the transaction. He learns 
that additional stock is being sold by 
the company and is being first offered 
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to the stockholders. Not unnaturally, 
he assumes that he is receiving a right 
to buy the stock at a considerably 
lower price than the public. After 
spending time examining these papers, 
he probably calls his investment dealer 
or broker and finds that the difference 
between the price at which he can buy 
the stock under his rights and the mar- 
ket price is infinitesimal. In many 
cases this will discourage him from 
making the investment, and he will ask 
the dealer to dispose of his rights. 
The dealer will sell the rights and, 
under these circumstances, will find 
that the net proceeds are so small that 
he cannot charge any commission for 
the transaction. Many brokerage firms 
have minimum commissions of $1 or 
$2 or more per transaction, so if the 
stockholder had a 100-share unit, a $2 
commission would take one-half of 
proceeds of $4, and where the rights 
sold as low as one cent or two cents, 
the minimum commission would ex- 
ceed the proceeds. Of course the sit- 
uation would be even worse in the case 
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of a great number of stockholders who 
hold less than 100 shares. 

What results are reasonably to be 
expected from such a situation? Ob- 
viously, dissatisfaction and irritation 
to all parties. The stockholder feels 
that the time and effort he has expend- 
ed and the trouble he has been put to 
have not been justified by the meager 
results. He may feel, too, a sense of 
ill-treatment. He has come to think of 
rights as something having an ap- 
preciable value to the stockholder, and 
the company appears to have delib- 
erately withheld these values from 
him. 

As to the investment dealer, he has 
been forced to forego any compensa- 
tion in the case of many of his cus- 
tomers, and thus has had to make a 
free contribution of the time and ef- 
fort necessary to handle many trans- 
actions in the rights. Furthermore, his 
customers in the stock are in no pleas- 
ant frame of mind, despite this 
contribution on his part. 


T= subscription results of some 
of these offerings have indicated 
that a considerable proportion of the 
rights were neither exercised nor sold 
by stockholders in cases where it was 
obvious that the sale of the rights 
would bring so little as to be not worth 
the trouble involved. Here the rights 
were simply thrown away, and the 
stockholder’s reaction is even more 
unfavorable. 

Is the worsening of stockholder and 
dealer relations, which this financial 
policy must almost inevitably cause, 
compensated by the higher price re- 
ceived for the stock by the company? 
Assuming an average investment of 
$3,000 at market value and a right of- 
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fering of one share for each eight 
outstanding, a discount of 6 per cent 
would amount to $22.50. If the stock 
sold in the market at $30 a share, the 
investment would represent 100 
shares, and the rights would be worth 
223 cents each. If the stock sold in the 
market for $15, the investment would 
be 200 shares, and the rights would be 
worth 11} cents each, but, in both 
cases, the aggregate value of the rights 
would be $22.50 on the $3,000 in- 
vestment. 

It is of course difficult to place any 
minimum value on rights which would 
assure that they will be exercised, or, 
if sold, assure that the proceeds would 
be sufficient to enable the security 
dealer to obtain a fair commission for 
his time and trouble and still give even 
the small stockholder a sum of money 
large enough to warrant his time and 
trouble in the transaction. It would 
seem, however, that a discount of at 
least 5 per cent or 6 per cent from 
market levels is probably necessary to 
create sufficient value in the rights to 
make the transaction worth while 
from the standpoint of the stockhold- 
ers and investment dealers. 


| ig us assume the stock is selling at 
$30 a share in the market, or 12 
times the company’s earnings of $2.50 
per share. Let us further assume 1,- 
000,000 shares are outstanding prior 
to the 1-for-8 offering. The offering 
would then consist of 125,000 shares, 
which, at the market value of $30, 
would raise $3,750,000 of new equity 
money. Discount off this market of 
6 per cent, or $1.80 per share, leaves 
the discounted offering price $28.20. 
On this basis, to raise the same amount 
of equity funds, it would be necessary 
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to sell approximately 133,000 shares. 
The earnings per share, after theoret- 
ical dilution on a basis of the sale of 
new stock at $30, would be $2.2222 a 
share, whereas, on the basis of an 
offering at $28.20 a share, the earn- 
ings, after being so diluted, would be 
$2.2065 per share. Accordingly, the 
additional dilution in earnings per 
share would be 1.57 cents, or seven- 
tenths of one per cent. This seems a 
very small compensation for the loss 
of the good will of stockholders and 
security dealers, which it is reasonable 
to expect will result from overpricing 
the stock. 

The sale of equity securities differs 
from merchandising generally in that 
it involves intangible values, for all 
that can be delivered is a piece of paper 
representing an interest in an enter- 
prise, instead of tangible goods, as in 
the case of most merchandising trans- 
actions. Nevertheless, while these 
intangible values call for a higher 
ethical standard in security transac- 
tions, the sale of common stock is still 
essentially a merchandising operation. 
Considered in this light, let us assume 
as an analogous case that a well- 
known department store circularized 
their charge account customers offer- 
ing them, for a limited period, a spe- 
cial sale of men’s or women’s apparel. 
What would customers say if, after 
journeying to the store under the im- 
pression that they were receiving an 
opportunity to buy at a bargain not 
available to the general public, they 
were told that an article which the cir- 
cular priced at $29.90, had been, and 
would after the special sale be, avail- 
able to the public at $30? To ask this 
question is to answer it. 


i recent years the electric utility 
industry and many utility com- 
panies in particular, have made con- 
siderable strides in developing an in- 
tangible asset in the form of stock- 
holder good will and the good will of 
the security dealers. If, as seems rea- 
sonable, the overpricing of common 
stock offerings to stockholders will re- 
sult in diminishing or destroying this 
good will, should not this factor be 
carefully weighed in comparison with 
a relatively insignificant additional 
dilution in earnings which would re- 
sult from fixing the offering price at a 
level tending to insure that stockhold- 
ers and dealers would be satisfied ? The 
importance of good will in a less favor- 
able market must be remembered. 

It appears that even in those cases 
where electric utilities are subject to 
the competitive bidding requirements 
of the SEC, the discount from the 
market price at which the stock is to 
be offered to the stockholders still re- 
mains a matter of policy. This is evi- 
dent from the fact that in recent pe- 
riods at least four common stock of- 
ferings to stockholders under pre- 
émptive rights were approved by the 
commission where the offering price 
was fixed by the company, and only 
the spread submitted to bidding. 

Quite apart from the basic question 
of preémptive rights versus public of- 
ferings, it would appear that where 
preémptive rights offerings are either 
required by charter provisions, or are 
deemed advisable by the management, 
the interest of the company and its 
stockholders would best be served by 
pricing the new stock at a sufficient 
discount from market levels to make 
the rights of appreciable value. 





MAY 25, 1950 


682 





Should Price Levels Affect 
Depreciation Accrual? 


Recent reports of public utility corporations show 
that management has become worried over the prob- 
lem presented in the need for replacing retired plant 
at current high-price levels, although depreciation 
reserves are being accrued at original low-cost levels. 


By CLYDE OLIN FISHER* 


a reading this financial report, 
you will note that the manage- 
ment of your corporation has 
set aside a special reserve of $1,000,- 
000 to supplement the depreciation 
charge permitted by the government 
as an operating expense in computing 
taxable income. In this type of busi- 
ness enterprise $200 is required at the 
present time to replace equipment 
which cost originally $100. The Bu- 
reau of Internal Revenue has declined 
to recognize this fact and it has be- 
come necessary, therefore, after the 
payment of taxes, to make a further 
deduction from income for the pur- 
pose of preserving the financial integ- 
rity and the economic stability of your 
business. Had the government rec- 
ognized the increased price levels, and 


*For personal note, see “Pages with the 
Editors.” 
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permitted the accrual of depreciation 
in the light of current prices, your 
company would have saved $380,000 
in taxes this year and this additional 
sum of money would have been avail- 
able for dividends to stockholders.” 
The above statement is a paraphrase 
of comments found frequently in an- 
nual corporate reports for the past few 
years. For obvious reasons, it does 
not purport to be the exact phrase- 
ology of any specific report. Rather, 
it might be characterized as typical of 
the central thought emerging from a 
number of such financial reports. 
The issue posed is one that merits 
objective analysis and sympathetic 
treatment. Corporate managements do 
have a responsibility, for the protec- 
tion of stockholders, to maintain the 
financial integrity of business enter- 
prise. If the depreciation permitted 
MAY 25, 1950 
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by the government as an operating 
expense is inadequate to replace plant, 
prudence and common sense make 
mandatory a supplement, even though 
chargeable to net income after taxes, 
to insure the building up of a reserve 
that will permit the continued opera- 
tion and prosperity of the business. 


HOULD this additional reserve come 
from disposable income, after hav- 
ing felt the impact of a corporate in- 
come tax, or should it, rather, be ad- 
mitted as an operating expense and 
therefore be deductible in the compu- 
tation of taxable corporate income? 
Plausible arguments can be mar- 
shaled to support present price levels 
as a basis for accruing depreciation. 
In the judgment of the present writ- 
er, these arguments fail to meet the 
requirements of economic analysis 
and they find little justification even 
in the field of financial expediency. 
This note is an attempt to appraise the 
issue and to indicate sound economic 
policy as related especially to the regu- 
lated public utility field, although, in a 
measure, it is equally applicable to the 
unregulated segment of the economy. 
As is well known, the accounting 
profession has indicated the accept- 
ance of historical cost, rather than cost 
of reproduction, as a basis for com- 
puting a depreciation charge. Per- 
haps the most widely accepted defini- 
tion of depreciation, stated in general 
terms without necessary qualifications, 
is “an annual charge designed to re- 
cover the investment at the end of the 
service life of the plant.” If this be 
the correct definition of depreciation, 
it follows inevitably that original cost 
is the only acceptable basis to use in 
the accrual of the reserve. 
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But this may well be a begging of 
the question and in no sense a correct 
answer, if the correct definition of 
depreciation is “the accrual of a re- 
serve which will be adequate to replace 
the plant at the end of its service life.” 
In that event it follows that reproduc- 
tion cost or price levels at the time of 
replacement constitute the proper rate 
base. 

Let us direct our inquiry, therefore, 
to the development of a valid concept 
of depreciation and an analysis of the 
purpose for which it is accrued as an 
operating expense against the cor- 
poration. 


N the so-called Baltimore Street 
Railway Case (1930) 280 US 
234, PUR 1930A 225, 231, Justice 
Sutherland said, “It is the settled rule 
of this court that the rate base is pres- 
ent value, and it would be wholly il- 
logical to adopt a different rule for de- 
preciation.” If this generalization be 
accepted as valid, one might reverse 
the statement—and such a reversal 
would be logical—and say, “It is the 
settled rule of this court that present 
value is a proper base for depreciation, 
and it would be wholly illogical to 
adopt a different rule for the rate 
base.” But this does not settle any- 
thing. The conclusion in both cases is 
predicated upon the validity of the 
principles accepted in the beginning. Is 
either premise valid? 

In the Hope Case (1944) 320 US 
591, 51 PUR NS 193, the successors 
to Justice Sutherland made a cate- 
gorical reversal of the position of the 
court and declared that depreciation 
should be computed on the basis of 
investment rather than on that of cost 
of reproduction. Here again the con- 
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A Cost Definition of Depreciation 


¢ — the most widely accepted definition of depreciation, stated 

in general terms without necessary qualifications, is ‘an annual 

charge designed to recover the investment at the end of the service life 

of the plant. If this be the correct definition of depreciation, it follows 

inevitably that original cost is the only acceptable basis to use in the 
accrual of the reserve.” 





clusion of the court in 1944 follows 
inevitably upon the acceptance of the 
premise of investment, rather than 
cost of reproduction, as a rate base. 
The present writer has elsewhere in- 
dicated his preference for the conclu- 
sions reached in the Hope Case, with 
some qualifications, as distinguished 
from those enunciated in the Balti- 
more Street Railway Case. What fol- 
lows represents an attempt to justify 
that preference. 

The first, although by no means the 
most significant, argument against the 
use of present prices as a basis for 
computing depreciation arises from 
the uncertainty as to what charge 
should be made. No accountants 
would ever be able to determine 
whether or not the amount. charged as 
an expense would be adequate or more 
than adequate without first ascertain- 
ing the price levels that will obtain at 
the time of replacement of property. 
This would become a continuing prob- 


685 


lem, making any report of earnings 
even more of a sophisticated guess 
than is the case at the present time. 


[I replacement cost is sound, the an- 
nual accrual should be made at a 
rate which will give at the end of a 
service life of a plant a sum of money 
which will be adequate to replace that 
plant when replacement becomes nec- 
essary. In many instances this would 
necessitate a prognostication of prices 
for a decade or perhaps more than a 
decade. No accountant, no economist, 
and no financial soothsayer possesses 
a crystal ball which will enable him to 
make such prognostication that is any- 
thing more than a sophisticated guess, 
perhaps even more hazardous than a 
wager on the Irish sweepstakes. 
Accounting, on such a basis, would 
be an exercise in mental arithmetic, 
having little relevancy to the facts of 
life. There is no formula whereby a 
corporation could avoid finding itself 
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at the time plant must be replaced 
either with the “windfall” of an exces- 
sive reserve or the distress caused by 
a deficiency in such reserve. Further- 
more, management and stockholders 
would have no way of knowing what 
net income had been at the time of re- 
porting operations for any year. In- 
come reports would become economic 
post-mortems. 

Another indictment against the use 
of present price levels in the computa- 
tion of depreciation charges arises 
from the fact that such procedure 
gives a protective tariff to existing 
plants as opposed to new enterprises 
that might otherwise arise. Just re- 
cently there has been a good deal of 
agitation to construct a steel mill in 
New England. One handicap in the 
construction of such a mill arises from 
the fact that the promoters of the new 
enterprise would have to invest per- 
haps $200 in competition with existing 
plants which operate on a basis of the 
$100 invested at an earlier period dur- 
ing which construction costs were 
lower. 

This is inevitable with a general 
change in the price levels and perhaps 
there is nothing that can be done about 
it if we permit excessive swings in the 
price levels. That is another story. 
But it would add to the irony if the 
older plants were permitted, particu- 
larly at the cost of the taxpayer, to 
perpetuate the unfair advantage 
against the newcomer. The new in- 
vestor, presumably, would have to 
supply $200 which had come from 
income, after the payment of taxes, to 
compete with an existing plant which 
would need at some time in the future 
to accrue $200, 38 per cent of the sec- 
ond $100 of which represented tax 


credits to present owners and 62 per 
cent of which was, as an operating 
expense, contributed by ratepayers. 


Yy= it may not be possible to 
eliminate the competitive ad- 
vantage which existing industries have 
in a period of higher prices, it is not 
clear that governmental tax policy 
should penalize investors in new com- 
panies by a perpetuation through tax 
subsidy of the disadvantage to which 
they are subjected. 

While the reasons cited hereinbe- 
fore point to the undesirability of the 
utilization of cost of reproduction in 
the computation of a depreciation ex- 
pense, another consideration is of 
greater significance, particularly as ap- 
plied to the public utility industry: 
Such a policy is inconsistent with the 
accepted responsibility of owners to 
supply the capital upon which they 
claim the right to earn a return. 

A simple illustration will show the 
fallacy implicit in the claims of man- 
agement. Suppose an electric com- 
pany installs a pole at a cost of $50. 
If the pole has a service life of ten 
years, straight-line depreciation would 
necessitate a charge of $5 a year as a 
depreciation expense and the corpora- 
tion would have the right to earn a 
return upon the original $50 invest- 
ment, this in addition to the accrual 
of the depreciation reserve. If at the 
end of the 10-year period $100 is 
needed to replace the pole, then stock- 
holders have to supplement the $50 in 
the depreciation reserve by making an 
additional investment of $50. 

Now, they have the right, if invest- 
ment be used as a base, to get a return 
on $100, the $50 invested originally 
and recouped by the depreciation re- 
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serve and the $50 additional made 
necessary by the higher price levels. 
The right to get a return on the sec- 
ond increment of the $50 is just as 
strong as is that to get a return on the 
original $50 investment. It is on the 
same basis as an investment of funds 
to provide extension of service into 
new areas. The replacement of plant 
at prices higher than those prevailing 
at the time of original construction 
might well be called an extension of 
plant into a new time period rather 
than into a new geographical area. 


I on the other hand, the corporation 
is permitted to change its deprecia- 
tion accrual in the light of advancing 
prices, and if at the end of ten years, 
because of the stepped-up rate of de- 
preciation, the corporation has $80 in 
the reserve for the replacement of the 
$50 pole, now costing $100, the stock- 
holders will need to make an addi- 
tional investment of only $20. 

The records of plant investment 
will show, following the replacement 
of the pole, that $100 was actually 
used. This latter sum, according to 
accepted standards of regulation, is 
the basis upon which owners would 
have the right to claim a return. But 


$30 of this money will have been con- 
tributed by the ratepayers and the 
stockholders will have become the will- 
ing beneficiaries of a capital contribu- 
tion financed by someone other than 
themselves. This approaches the tradi- 
tional pastime of eating one’s cake and 
having it too. Why should an owner 
get a return on what he has invested 
and at the same time claim a profit on 
an involuntary contribution made by 
his past customers ? 

If the analysis presented herein is 
valid, it shows that.investment, rather 
than current price levels, constitutes 
the proper base upon which to compute 
depreciation as an operating expense. 

This does not mean that corporate 
management should refrain from set- 
ting up additional reserves, chargeable 
against net income, for the purpose of 
meeting the requirements of higher 
capital costs. But these higher capital 
costs will be an investment on the part 
of management just as truly as was 
the original commitment, and they 
should be treated in exactly the same 
manner. The utility is entitled to a 
fair rate, but a fair return does not 
necessitate the acquiescence in 
“phony” accounting procedure and 
economic “make-believe.” 





Britain’s Jail-house Socialism 


¢ aft 3 HE walls of the prison close in day by day; the area of 

enterprise shrinks. Day by day the ceiling of oppor- 
tunity is lowered. We prisoners are charged more for the ex- 
pense of multiplying jailers. Food and drink diminish in quan- 
tity and quality month by month. There is no incentive to bold 
undertakings except a heartless propaganda which urges all 
dogs collectively to jump the moon while keeping chained each 
dog with a spring or heart in him. 

“Socialism, as now interpreted here in England, is competi- 
tion without prizes, war without victory, and statistics with- 
out end.” 

—Excerpt from London Sunday Times. 
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REA Super Co-op Loans 


EA loans for generation and trans- 
mission federations, as of April 6th, 
exceeded a quarter of a billion dollars. 
Twenty-seven of these so-called super 
co-op loans have now been allotted. Five 
loans went to Missouri; three each went 
to Iowa, Minnesota, and North Dakota; 
two each went to Michigan and Texas; 
and one each went to Alabama, Arkan- 
sas, Kentucky, Michigan, Oklahoma, 
South Carolina, Utah, Virginia, and 
Wisconsin. (See table, page 691.) 

Of special interest is the loan made in 
North Dakota for $4,033,000 for building 
a 7,500-kilowatt steam-generating sta- 
tion. Although this loan is made to a co- 
Operative, the power facilities will be 
rented to a private power company over 
the length of the loan. Rentals from this 
lease will repay the co-op loan to Federal 
REA. At the end of the lease, the private 
company will have the option to buy the 
facilities outright. Meanwhile, the com- 
pany will operate them. This seems to be 
putting the “reverse twist” on the REA 
super co-op “lease-back” arrangements 
with Southwestern Power Administra- 
tion, about which private companies have 
been complaining. However, the North 
Dakota setup is a small drop in a big 
bucket and may be the only definite ex- 
ample of the “reverse lease back.” 

Using the phrase “lease back” calls to 
mind the arrangements made by some 
telephone companies on the West coast 
for obtaining the use of office buildings 
and other properties in which institu- 
tional investors, such as insurance com- 
panies, have invested funds. (See fea- 
ture article in this issue, page 673.) In 
this “all private” version of the “‘lease- 
back” setup—the institutional investors 


are supposed to get a long, safe, well-pay- 
ing spot for their deposited funds, while 
the operating company has the use of the 
properties for a stated rental, plus use of 
its own capital funds for other purposes. 
Of course, the REA-SWPA “‘lease-back” 
version makes use of taxpayer funds at 
a subnormal interest rate (2 per cent) 
over a fairly long period (thirty-five 
years )—which may put a somewhat dif- 
ferent light on the proposition, depending 
on one’s viewpoint. 


¥ 


Speaker Favors SWPA- 
Company Pacts 


N one of his rare floor speeches, May 

3rd, Speaker Rayburn of the House 
of Representatives pointedly rebuked 
the spokesman for the national associa- 
tion of REA coéperatives for “stirring 
up trouble” over the SWPA-company 
contracts. The following colloquy, of in- 
terest to all concerned with Federal- 
private company negotiations to reach 
an agreement on public power districts, 
took place on that date: 


Mr. RaysBurn. Well, I hope that the 
contract is signed. I have seen it; I have 
gone over it very thoroughly, as I did 
the Texas Power & Light Company con- 
tract. I think it is a good contract, and I 
trust that the Secretary of the Interior 
does sign it... . 

Mr. Cannon (Democrat, Missouri). 
I am told that the Secretary and the 
friends of REA are opposed to the Texas 
contract and do not think it ought to be 
signed in this form. 

Mr. Raysurn. It does not make any 
difference to anybody whether or not 
they are opposed to the Texas contract. 
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It has been in operation for more than 
two years. 

The Secretary of the Interior found 
some parts of the contract to which 
he is objecting. I am trustng that Mr. 
Wright and the power companies can 
get together and yet bring about an 
amendment to that contract that the Sec- 
retary of the Interior will sign. 

Mr. Cannon. I am not familiar with 
the merits of the various forms of con- 
ract but it is my understanding that the 
cooperatives in my state and other states 
do not favor the Texas contract and as 
a result this particular contract has been 
on the desk of the Secretary for many 
weeks ; for a very long time, at least. 

Mr. RaysBurn. It has not been there 
a very long time. I hope the gentleman 
does not get me into personalities, but 
I know there is one man in the country 
that claims to represent the co-ops of the 
country, but the principal thing he is 
doing is going around stirring up trouble 
between the Southwestern Power Ad- 
ministration and the co-ops of the coun- 
try. He is performing no service, in my 
opinion, either to public power or to the 
co-ops. 

Mr. Norrett. Mr. Chairman, will the 
gentleman yield? 

Mr. Raysurn. I yield to the gentle- 
man from Arkansas. 

Mr. Norrett (Democrat, Arkansas). 
May I say to the Speaker and to the 
House that I think you know how I have 
felt all along about public and private 
power. They tell me the Texas contract 
has acted decently, and has been a con- 
structive step in the relationship of pub- 
lic and private power. It was a good step. 

The Speaker is correct when he says 
that the Oklahoma utilities will enter this 
same contract. May I say to the Speaker 
that the Arkansas utilities will do the 
same thing. 

I join the Speaker in asking that this 
contract, similar to the Texas contract, 
be approved by the Secretary of the In- 
terior regardless of what somebody may 
say because, as the Speaker has so well 
said, some people want to take over the 
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whole thing and make it public, while 
others would not have any public power 
at all. As the solution is reached here, 
public and private power can live to- 
gether, if the Interior Department will 
be governed by what the gentleman from 
Texas [Mr. Rayburn] has said. 


¥ 


Public Utilities under the 
Amended Federal Wage- 
Hour Law 


4 ie January 25, 1950, amendments 
to the Fair Labor Standards Act— 
the Federal Wage-Hour Law—make no 
change with respect to application of the 
law’s minimum wage and overtime pay 
provisions to employees of public utilities 
furnishing heat, light, power, and water. 
But the amendments make the statute’s 
child-labor provisions more meaningful 
in the utility industries by placing a 
direct prohibition on the employment of 
young boys and girls. 

As before the amendments, public util- 
ity employees come within the scope of 
the Wage-Hour Law’s application be- 
cause of their relationship to the produc- 
tion of goods for commerce. This means 
that the new minimum wage requirement 
of 75 cents an hour and the overtime pay 
requirement, which still provides for 
time and one-half of employee’s regular 
rate of pay for work, after forty hours 
in a workweek, apply to employees of the 
utilities. 

Operators of heat, light, power, and 
water establishments, therefore, should 
be concerned about their compliance 
with the Wage-Hour Law’s provisions. 
Most recent investigation results by the 
wage and hour and public contracts divi- 
sions of the U. S. Department of Labor, 
for the year ended last June 30th, found 
more than $350,000 in back wages due to 
nearly 2,300 employees in heat, light, 
power, and water establishments. The 
back wages were owed because of failure 
to pay overtime for work after forty 
hours in a workweek, and even for failure 
to pay the minimum wage—then 40 cents 
an hour. 
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ge the amendments took effect, 
employees of public utilities were 
within the scope of the Wage-Hour Law 
because their work was “necessary” to 
the production of goods for interstate 
commerce by the plants to which they 
provided services. Under the amend- 
ment, the word “necessary” was removed 
from the law, and the phrase “in any 
closely related process or occupation 
directly essential to the production” of 
goods for interstate or foreign commerce 
was substituted as a test for determining 
which employees are within the scope 
of the law’s provisions. 

However, in making this change the 
Congress specifically stated that “em- 
ployees of public utilities, furnishing gas, 
electricity, or water to firms within the 
state engaged in manufacturing, produc- 
ing, or mining goods for commerce, will 
remain subject to the act,” because such 
employees “are doing work that is close- 
ly related and directly essential to the 
production of goods for commerce.” 

By placing a direct prohibition on the 
employment of young boys and girls em- 
ployed in interstate and foreign com- 
merce or in the production of goods for 
such commerce, including those “in any 
closely related process or occupation 
directly essential to the production,” the 
amendments make the child-labor provi- 
sions generally applicable where the 
minimum wage and overtime pay provi- 
sions apply. Therefore, employers in the 
public utility industries must now give 
closer attention to the Wage-Hour Law’s 
provisions, under which boys and girls 
may not be employed under the minimum 
age of sixteen for general employment, 
and under eighteen in specific occupa- 
tions found by the Secretary of Labor to 
be hazardous. However, minors fourteen 
and fifteen years old may be employed in 
office work outside of school hours under 
specific hour limitations. 

Under the amendments, as before, the 
Wage-Hour Law provides specific ex- 
emptions for certain so-called “white- 
collar” workers. These exemptions are 
subject to revised regulations (Part 541) 
issued by the administrator of the wage 
and hour and public contracts divisions of 


the U. S. Department of Labor, and ap- 
ply to employees employed in bona fide 
“executive,” “administrative,” “profes- 
sional,” “local retailing,” and “outside 
salesman” capacities. 

Since employers must prove the ap- 
plicability of an exemption of this type, 
they are advised to consult the divisions 
for guidance. Regional offices are main- 
tained by the divisions in Boston, New 
York city, Philadelphia, Cleveland, Bir- 
mingham, Chicago, Kansas City, Dallas, 
and San Francisco. Inquiries should be 
directed to the nearest regional office. 


> 


Primaries Alter Washington 
Scene 


t 2 shadows of early primaries, 
notably the defeat of Senator Claude 
Pepper (Democrat, Florida), are wrin- 
kling administration brows. President 
Truman told a recent press conference 
that Pepper’s defeat by young Represent- 
ative George A. Smathers was of no na- 
tional significance. This battle, the Presi- 
dent said, was fought along state and 
local issues, but there are many who dis- 
agree with the President. 

Smathers, a young Marine Corps vet- 
eran of World War II, pointedly made an 
issue of the socialistic nature of the ad- 
ministration’s “Fair Deal” program 
which includes, among other things, con- 
tinued expansion of public power. It is 
now noticeable that congressional advo- 
cates of economy, encouraged by the 
Pepper defeat, seem to believe that buck- 
ing administration spending does not 
necessarily forfeit public support at the 
polls. There now seems a certainty that 
two spending bills of the Fair Deal are 
headed for quiet demises in committee 
pigeonholes. They are (1) the Central 
Arizona Authorization Bill (S 75) al- 
ready approved by the Senate, and (2) 
the White Bill (HR 5264) to authorize 
Bureau of Reclamation developments on 
the Kings river in California. 

The Central Arizona measure went 
into limbo when the Irrigation and Recla- 
mation Subcommittee of the House Com- 
mittee on Public Lands approved a reso- 
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lution to defer action until June 15th, 
pending replies by the Budget Bureau to 
pertinent queries dealing with irrigation 
and economic phases of the $738,000,000 
project. The resolution, sponsored by 
Representative Fred L. Crawford (Re- 
publican, Michigan), caught sponsors of 
the measure by surprise, but a 13-to-10 
subcommittee vote was effective. 


PPONENTS of the White Bill, which 

would in effect nullify a license 
granted by the Federal Power Commis- 
sion to the Pacific Gas and Electric Com- 
pany for construction of a hydroelectric 
development on the Kings river, have 
made strong presentations before the 
House Public Lands Committee. The 
fact that White’s long-dormant measure 


e 


became suddenly active on the eve of re- 
hearings before the FPC on the issuance 
of a license to PG&E (for Kings river 
development) made no favorable impres- 
sion on committee members. In fact, some 
have expressed the view that public pow- 
er advocates are trying to “pull a fast 
one.” 

With the legislators struggling for 
mid-July adjournment, it is not too risky 
to predict that the Arizona project and 
the White Bill will die with the 81st Con- 
gress. On the Senate side, Reclamation 
Bureau officials have undergone sharp, 
caustic criticism because of their failure 
to enter into wholehearted negotiation 
for contracts between private power com- 
panies and the Southwestern Power Ad- 
ministration. 


EXTENT OF REA SUPER CO-OP LOANS 
REA-financed Generation and Transmission Federation As of April 6, 1950 


Author- 

ized KW 

Capacity 
12,500 
34,500 

Transm. only 

9,000 
40,000 
9,899 


System 
Location 


Mississippi 
Virginia 

South Carolina 
Texas 

Alabama 
Kentucky 
Michigan 
Michigan 

Iowa 

Iowa 

Iowa 

Minnesota 
Minnesota 
Minnesota 
North Dakota 
North Dakota 
North Dakota 
Wisconsin 
Arkansas 
Missouri 
Missouri 
Missouri 23,940 
Missouri 15,000 
Missouri i 
Oklahoma . 
Utah : 
Texas 7 


Transm. only 


10,000 





Total 


*Under stop order. 


Distribu- 
tion 
Miles of Co-ops 
Number of Plants Author- In Fed- 
Diesel Steam Hydro ized Line eration 


1 
1 


1 


wim Nh 


NNK Wo 


14,274 247 
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Committee Cuts Phone Taxes 


HE House Ways and Means Com- 

mittee recently agreed tentatively to 
slash communications taxes. The cuts, 
announced by Chairman Doughton 
(Democrat, North Carolina), for inclu- 
sion in the proposed 1950 revenue bill, 
were as follows: 


1. Local telephone bills, cut from 15 
per cent to 10 per cent for residences. 
For business concerns the tax remains 
15 per cent. 

2. Short tolls, that is, surburban 
calls where the charge is less than 24 
cents, would be cut from 15 per cent to 
10 per cent, both for businesses and 
residential purposes. 

3. Long-distance telephone and ra- 
diotelephone calls, cut to 20 per cent 
from 25 per cent. 

4. Domestic telegraph and radio 
and cable dispatches cut from 25 per 
cent to 10 per cent. 

5. Leased wires would be cut from 
25 per cent to 20 per cent, but the 8 
per cent rate now imposed on stock 
quotation wires, burglar alarm wires, 
and wire equipment services would be 
unchanged. 

6. For international cable and radio 
communications the existing 10 per 
cent rate would remain unchanged. 


Committee statisticians calculated that 
the cuts would reduce revenue from 
communications $117,000,000. 


HE committee subsequently rejected 
the Truman administration’s pro- 
posal for a 10 per cent manufacturers’ 
tax on television sets. John W. Snyder, 
Secretary of the Treasury, had recom- 
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mended that the excise levy applicable 
to radios be extended to television re- 
ceivers “in the interest of tax equity.” 
The committee, however, held that such 
an impost would be unduly harmful to 
the infant industry, which is just begin- 
ning to make money after heavy capital 
outlays and early losses. 

The administration proposal was cal- 
culated to produce about $40,000,000 of 
revenue annually, to help offset the 
$695,000,000 of excise tax reductions 
recommended by President Truman. 
Telephone companies are obviously dis- 
appointed with the small amount of the 
excise tax cut voted. The fact that a dis- 
tinction is made between residential and 
business subscribers would even impose 
a fresh burden on them, it is claimed. 


* 
REA Phone Program 


FFICIALS of the Rural Electrification 
Administration recently were re- 
ported perplexed over the action of the 
House Appropriations Committee in 
cutting the appropriation for the tele- 
phone loan program. REA people do not 
now think the rural program can pro- 
ceed as scheduled. 

Representative Poage (Democrat, 
Texas), one of the authors of the new 
REA rural telephone law, admitted in 
the House last month that since the law 
has been in effect, telephone companies 
have been going ahead rapidly on rural 
service without REA loans. Instead of 
asking for a restoration of the cut, how- 
ever, Poage observed that the aims of the 
bill were being accomplished because 
farmers are getting more telephone serv- 
ice. 
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REA officials agree that the telephone 
loan program will never remotely ap- 
proximate the size of the electrification 
program. The chief reason is that 
farmers are less willing to pay sizable 
equity contributions in order to get the 
telephone service than they are to get 
rural electric service. 


¥ 












cable Phone Rate Rise Delayed 

.& HE New Jersey Board of Public 
lity. Utility Commissioners _ recently 
such Hf suspended until August 21st the new in- 
il to trastate schedule of telephone rates filed 
*gin- Bf by New Jersey Bell Telephone Company, 
pital asking an increase of $9,800,000 in reve- 






nues, pending a hearing on May 16th. 
The new schedule would raise the 
basic intrastate exchange telephone 
rates, intrastate message tolls, and cor- 
responding local message units. It would 








a. hike the charge for calls from public pay 
dis- stations from 5 to 10 cents and reduce 
= the time limit on calls from five to three 





minutes. 

It also would provide additional 
charges for certain equipment. 

The commission’s order stated that 
the hearing was set to determine the 
“justice and reasonableness of the pro- 
posed increase.” The commission an- 
nounced that it first would hear testi- 
















= mony on the company’s request for im- 
re- mediate relief of $1,800,000 to meet ad- 
he ditional expenses growing out of the re- 
ms cent wage award granted to its em- 
wi ployees by a state arbitration board. An 
ot arbitration award last month granted 
O- $2.50-a-week wage increases to 11,000 
New Jersey telephone operators. It was 
t, hailed by the Communications Workers 
od of America, CIO, as “the first significant 
? break in the current dispute.” 
of New Jersey Bell has announced it will 
. bring suit challenging the validity of the 
; award. The union had hoped that the 





arbitration decision might serve as a pat- 
tern for averting strikes by telephone 
workers throughout the country. A 
spokesman for the union said the chance 
of having the arbitration award set aside 
“is impossible” in the face of the evi- 
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dence submitted at the arbitration hear- 
ings. 
aa 


Antigambling Bill before 
Committee 


Be telephone industry has rallied in 
opposition to the administration’s 
antigambling bill (S 3358) recently in- 
troduced by Senator Johnson (Demo- 
crat, Colorado). This bill forbids the 
telephone, telegraph, radiotelevision, or 
other communication services to allow 
the use of their facilities to disseminate 
any race track information until one 
hour after the event. The bill would im- 
pose upon telephone companies the duty 
of supervising service in such a way as 
to spot bookies and other illicit opera- 
tors. 

It would require the Federal Commu- 
nications Commission to supervise the 
telephone companies in this respect. 

After considerable testimony on the 
impracticability and undesirability of 
making policemen out of telephone com- 
panies, even Chairman Johnson of the 
Senate Interstate Commerce Committee 
conceded the weakness of the bill, admit- 
ting it would only be enforced by wire- 
tapping and other questionable methods. 
He indicated it was introduced at the re- 
quest of Attorney General McGrath. 

Chairman Wayne Coy of the Federal 
Communications Commission appeared 
before the Senate subcommittee, headed 
by Senator McFarland (Democrat, Ari- 
zona), in opposition to the Justice De- 
partment bill. He said it would impose 
too much of a burden on the FCC and 
the communications companies. Instead, 
Coy suggested an FCC version which 
would make it a crime to send informa- 
tion by wire, radio, or printed publicity 
as to bets, odds, and other data specially 
required for gambling operations. It 
would impose no special obligation on the 
communication carriers or the FCC. 

Political overtones were heard to the 
effect that the subcommittee’s work may 
be a partial diversion in the Senate from 
the demand Republicans are making for 
an investigation into big city political 
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machine connections with the under- 
world. 


* 


Color Television Standards 


| 2 age orm General David Sarnoff, 
chairman of the board of the Radio 
Corporation of America, recently urged 
the Federal Communications Commis- 
sion to set color television standards 
based on the RCA all-electronic com- 
pletely compatible color system. At the 
conclusion of hearings before the FCC, 
Sarnoff said that if this is done, color 
television receivers will be in factory 
production by June, 1951. 

He condemned the Columbia Broad- 
casting System method as “inferior” and 
“unsound,” stating that its adoption 
would earn the scorn cf the world and 
impose an extra cost of more than $100,- 
000,000 a year on the American public 
for adaptation of black-and-white re- 
ceivers. 

Emphasizing that there is no doubt 
about the desirability of color television, 
General Sarnoff said that the fundamen- 
tal issue in this case is: “Shall Ameri- 
can television move forward or back- 
ward?” He pointed out that CBS has 
asked the FCC to adopt standards based 
upon a “mechanical, noncompatible sys- 
tem, which gives a degraded picture and 
has additional defects.” 

He expressed the opinion that the 
demonstrations made and the testimony 
submitted in the hearings have proved 
that color television has advanced tech- 
nically to a point that justifies the com- 
mission in setting standards now on a 
regular commercial basis. “This would 
enable broadcasters and manufacturers,” 
he said, “to proceed promptly with their 
plans for providing the public with pro- 
grams and equipment to receive the 
benefits of color television.” 

In addition, General Sarnoff described 
three basic requirements which he said 
RCA believed color television standards 
should meet. They are: (1) a channel 
width of 6 megacycles, as proposed by 
the commission; (2) the color pictures, 
by whatever system transmitted or re- 
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ceived, should not be inferior in quality 
and definition to present black-and- 
white pictures; (3) the color system 
should be compatible with existing 
black-and-white standards. 


> 
Testimony Ends 


HE Wisconsin Public Service Com- 

mission finished hearing arguments 
recently on the method it should use in 
setting rates for the Wisconsin and 
Commonwealth Telephone companies. 
Madison and Waukesha city attorneys 
said the commission should use the ex- 
change method, under which separate 
rates would be fixed for each company 
exchange on the basis of local costs and 
earnings. 

The two companies want the commis- 
sion to use the system-wide basis, that 
would give exchanges of similar size the 
same rates. 

The question of rate-fixing methods 
came up in connection with the Wiscon- 
sin Telephone Company’s request for a 
$5,863,000-a-year rate boost and Com- 
monwealth’s petition for an increase of 
$625,000 annually. 

Madison City Attorney Harold Han- 
son charged that the system-wide basis 
discriminates against customers in the 
biggest cities by making them pay more 
for their phone service. “In any case,” he 
said, “the position of the city of Madison 
is that no increase is warranted” for the 
Wisconsin Telephone Company. 

Waukesha City Attorney Richard 
Hippenmeyer tried to get the commis- 
sion to strike out all Wisconsin Telephone 
Company testimony on the system-wide 
basis, and all testimony on the financial 
status of the parent, American Tele- 
phone and Telegraph Company. The 
commission overruled both his motions. 

Francis Hart, Wisconsin Telephone 
Company attorney, defended the system- 
wide basis, saying it would promote de- 
velopment of telephone service and in- 
sure stability of rates. Present rates are 
fixed on a mixture of the two systems. 

Final arguments in the long rate hear- 
ings were scheduled for May 25th. 
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Planning Video Center 


oveRNOR Alfred E. Driscoll, of New 

Jersey said recently that his state 

is planning “a great television center for 

the nation” just across the Hudson river 
from New York. 

Driscoll said plans are still in the 
formative stage, but the present proposal 
is to establish a video center,.with trans- 
mitters and studios located together, on 
the Jersey side of the Hudson between 
the Holland tunnel and George Wash- 
ington bridge. He told newsmen that the 
state stands ready to acquire land for 
the center and provide roads and other 
facilities if the plan becomes a reality. 


> 


Rate Increase Sought 


OUNTAIN STATES TELEPHONE & 
TELEGRAPH CoMPANY last month 
asked the Montana Public Service Com- 
mission for permission to increase rates 
in that state. A spokesman for the com- 
pany said the increase on main business 
telephones would be about 5 cents a day 
and the maximum residence service in- 
crease would not exceed 2$ cents a day. 
The company also asked increases in 
rates for other services and equipment 
‘in keeping with increased operating ex- 
penses and the requirements for addi- 
tional revenues.” 

In an order issued March 22, 1948, 
the commission turned down a company 
request to increase residential telephone 
rates 50 cents a month. The commission 
granted company requests for increased 
charges on business telephones, ex- 
change and toll service which the com- 
pany estimated would bring in an addi- 
tional $317,917 a year. 


* 
FCC Telemagnet Case Deferred 


HE Federal Communications Com- 

mission has continued, until June 
19th, the hearings in the so-called “Tele- 
magnet Case.” These proceedings involve 
complaints by the Jordaphone Corpora- 
tion of America against the American 
Telephone and Telegraph Company and 
Bell system companies, which seek to re- 
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quire the connection of devices for auto- 
matically recording messages via the tele- 
phone in the absence of the telephone 
subscriber. Hearings were held late in 
April before an FCC examiner, with 
Chairman John McCarthy of the Mich- 
igan Public Service Commission sitting 
as a cooperating state commissioner. 

At the hearings, manufacturers of two 
other automatic telephone answering de- 
vices, Electronic Secretary Industries, 
Inc., of Milwaukee, manufacturers of the 
Electronic Secretary, and Telemaster 
Company, manufacturers of the Tele- 
master, both interveners in the proceed- 
ing, presented testimony and demon- 
strated the operation of their respective 
devices, along with the presentation by 
the makers of Telemagnet. The Telemag- 
net and the Electronic Secretary operate 
by means of induction. Lifting the hand- 
set of the telephone from the cradle starts 
their functioning. The Telemaster device 
operates by way of physical connection 
to the telephone instrument. 


i question the FCC must decide 
is whether the Bell system com- 
panies may lawfully prohibit their cus- 
tomers, under the “foreign attachment” 
provisions of such company tariffs, from 
using the Telemagnet device, and the 
others, in connection with interstate or 
foreign telephone service. The complain- 
ants presented considerable testimony at 
the hearing relating to the public demand 
for automatic telephone answering de- 
vices, and the use and operation of the 
devices. Representatives of Telemagnet 
predicted sales of approximately 30,000 
devices in a year if their use is authorized ; 
Electronic Secretary foresaw thousands 
of orders; and Telemaster stated it had 
orders for 2,000 sets from two sources. 

Cross-examination of witnesses for the 
manufacturers will be featured at the 
hearings, beginning June 19th, to be fol- 
lowed by testimony for the Bell system 
companies, as well as for the United 
States Independent Telephone Associa- 
tion and others. Among appearances filed 
was that of the assistant general solicitor 
of the National Association of Railroad 
and Utilities Commissioners. 
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Dividend Policy 


OHN F. CuILps, writing in the March 
30th FortnicHtty (“Some Com- 

ments on Dividend Policy”) pointed out 
that in recent years emphasis has shifted 
from the price-earnings ratio to yield as 
the major yardstick for appraising the 
investment position of utility stocks. He 
called attention to the success of AT&T 
in doing equity financing on a huge scale, 
because thousands of small investors have 
implicit faith in the $9 dividend, even 
though it does not always appear well 
secured by share earnings. He concluded, 
however, that no definite percentage of 
pay-out for the industry can be set up 
since many companies are subject to spe- 
cial factors which cause fluctuations in 
their earning power. Nevertheless, he felt 
that there was little justification for an 
overconservative policy, and that in any 
event the managements should take 
stockholders into their confidence re- 
garding dividend policy, and the reasons 
therefor, to a greater extent than now 
seems customary in the industry. 

Speaking for the electric utility com- 
panies, Vice President Will Stanley . 
Southwestern Public Service Com 
has been a protagonist of liberal dividend 
payments, as an aid to the repeated equity 
financing which his company has han- 
dled so successfully. Also, Charles Tat- 
ham, Jr., vice president of Institutional 
Utility Service, Inc., recently stated : 


In the past it has been the practice 
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Financial News 
and Comment 


By OWEN ELY 


of independent electric operating com- 
panies to pay out in dividends on 
average around 80-85 per cent of earn- 
ings available for the common stock 
and, in our opinion, the economics of 
the business warrant a return to this 


policy. 


M* TATHAM’s conclusion was based 
on the 20-year record (during 
1929-48) of ten utility companies whose 
stocks have been in the hands of the pub- 
lic during that entire period—Boston 
Edison, Consolidated Edison of New 
York, Commonwealth Edison, Consoli- 
dated Gas of Baltimore, Pacific Gas and 
Electric, Southern California Edison, 
Tampa Electric, Detroit Edison, Central 
Hudson Gas & Electric, and Cleveland 
Electric Illuminating. The chart on page 
699 shows the average dividend pay- 
out, price-earnings ratio, and yield for 
this group of stocks for the 24-year period 
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1926-49, based principally on data sup- 
plied by Institutional Utility Service. 

Referring to Mr. Tatham’s conclusion 
based on the high average pay-out of 
these companies, it may be of interest to 
analyze the history of these dividend pay- 
ments. The 20-year average used by Mr. 
Tatham includes the abnormal periods 
1931-34 and 1942-45, when yields were 
abnormally high due to depressed stock 
market conditions. In such periods there 
is apparently a tendency for manage- 
ments to be more liberal with dividend 
payments, in an effort to sustain stock 
prices. 

During the period 1926-29 when 
stock prices were bounding upwards, 
there was no pressure for liberality, and 
the ten companies paid out only about 63 
per cent of their earnings. In 1932-34, 
however, with stocks at record low levels, 
the pay-out averaged nearly 100 per cent. 
(Earnings, of course, were somewhat 
lower.) With the rising markets of 1944- 
46, however, the pay-out dropped from 
92 to 74 per cent—followed by an ad- 
vance to 83 per cent in the two irregular 


years that followed. With good stock 
markets again prevailing, however, the 
pay-out dropped to 76 per cent in 1949, 

Figures for the ten companies in 1949 
were as shown in the table below. 


XCLUDING Boston Edison and Pacific 
Gas and Electric, the average pay- 

out for the eight remaining companies in 
the group would have averaged 71 per 
cent in 1949, compared with 70 per cent 
for all class A and B electric utilities (as 


Boston Edison 

Central Hudson G. & E. .. 
Cleveland Electric 
Commonwealth Edison .... 
Consolidated Edison 
Consolidated Gas of Balti- 


Detroit Edison 

Pacific Gas & Electric .... 
Southern California Edison 34 
Tampa Electric 30 


Averages 


disclosed in the FPC December bulletins 
on earnings and dividends). These two 
companies show a different record for 
special reasons: Boston Edison pays out 
virtually all its earnings because it does 
not wish to increase earned surplus so 
long as there is no assurance that this 
will be considered part of the rate base. 
Pacific Gas and Electric’s high pay-out 
is due to temporary subnormal earnings 
and the company’s desire to maintain the 
$2 rate paid for many years; under nor- 
mal hydro conditions, and with the full 
benefit of the rate advances recently 
granted by the California commission, 
earnings might be considerably higher 
and the percentage pay-out lower. 

Many utility companies—probably 80- 
90 per cent of those whose stocks are 
now in the hands of the public—have 
emerged from holding companies in re- 
cent years. In some cases they were 
heavily capitalized, as often happened in 
the old promotional days ; and in almost 
all cases they have been required to ab- 
sorb heavy write-offs to restore plant 
account to an original cost basis. The 
common stock equity has borne the full 
burden of these adjustments, with the 
result that (despite cash contributions 
by the holding companies) the equity has 
not much exceeded the “minimum” level 
of 25 per cent, and in two or three cases 
(with special SEC dispensation) has 
been materially lower. The average for 
all electric utilities still holds around 37 
per cent level but elimination of 100.5 
and other intangibles would probably 
lower this to 32 per cent. 


P-E Per Cent 
Yield Ratio Pay-out 
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—— of these conditions, most 
utilities apparently consider it de- 
sirable to build up their common stock 
equity ratios to a considerably high level, 
and the only ways to do this are to plow 
back earnings, or do substantial equity 
financing. Where the stock is being “sold 
out” by a holding company, there may be 
a little tendency to make the pay-out 
above average ; for instance, Toledo Edi- 
son, which is currently being sold to its 
own stockholders on a subscription basis 
by Cities Service, is paying 70 cents out 
of pro forma earnings of about 87 cents 
—a pay-out of 80 per cent; however, 
earnings of 95 cents are forecast for 1950, 
which would reduce the figure to 74 per 
cent. 

On the other hand, President Watt of 
Kentucky Utilities Company seems to 
take a more conservative view of divi- 
dend pay-out in a recent talk before the 
New York Society of Security Analysts. 
The company earned $1.48 in 1949 and 
is expected to earn $1.80 this year, but 
pays only 80 cents. Mr. Watt, in humor- 
ous vein, asked the society members for 
“guidance.” He cited his reasons for a 
conservative dividend policy as follows: 
(1) Prewar power plant, now carried on 
the books at $35,000,000, would cost $50,- 
000,000 to replace. (2) Regulatory bodies 
watch dividend policies closely. (3) It 
had previously been suggested by some 
analysts, he said, that if utility companies 
wish to do equity financing, liberal divi- 
dends should be paid in order to get a bet- 
ter price for the new stock; but he felt 
that the over-all burden of such an in- 
crease in the dividend rate paid on all 
stock may be a heavy price to pay (statis- 
tically) for obtaining a better price for 
the additional stock. 


ype company must, of course, take 
into account all the special factors 
involved, in determining dividend policy. 
The New England companies, with their 
high stock equities, can take a more lib- 
eral attitude, particularly as this fits into 
the New England common stock tradi- 
tion. Companies like Southwestern Pub- 
lic Service, which carry down a very sub- 
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stantial percentage of gross to net avail- 
able for common stock, has reason for 
liberality, because net income is less sub- 
ject to leverage fluctuations. On the other 
hand, companies like Consolidated Edi- 
son, Public Service Electric & Gas, and 
Philadelphia Company, which bring 
down only about 7 per cent of gross to 
common, are constrained to be conserva- 
tive because of greater fluctations in the 
balance for dividends, due to the rela- 
tively high cost of operation. 

In general, companies which can con- 
fidently anticipate or budget an increase 
in share earnings are in better position 
to be generous to stockholders than those 
companies which face a declining or ir- 
regular trend. Companies which must 
face certain restrictive regulatory policies 
or an unfavorable political atmosphere 
must “watch their step” in making divi- 
dend changes. In any event, it seems safe 
to say that no utility can raise divi- 
dend rates unless the management feels 
reasonably confident that the higher rates 
can be maintained; investors in utility 
stocks do not seem to like the variable 
dividend policies which many industrial 
companies follow. 


. 
Standard Gas & Electric 
TS Standard Gas & Electric system 


is the largest and most complicated 
of the few remaining holding companies 
which must be dissolved under the Hold- 
ing Company Act. The picture is com- 
plicated because of the /4-tier holding 
company setup—Standard Power & 
Light, Standard Gas & Electric, Phila- 
delphia Company, and Pittsburgh Rail- 
ways. Another complication is the 3-way 
allocation which must finally be made to 
the holders of the four classes of stock 
of Standard Gas. For these reasons there 
has been a considerable amount of sta- 
tistical research and conjecture regarding 
the break-up values for the seven holding 
company stocks involved—two of Stand- 
ard Power & Light, four of Standard 
Gas, and one of Philadelphia. , 
Standard Gas & Electric’s portfolio 
is valued as shown in table, page 700. 
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AVERAGE RATIOS FOR TEN ELECTRIC 
UTILITY COMPANIES FOR 1926 - 49 
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No. Shs. (000) Price Amt. (Mill.) 
5,025 Philadelphia Company 22 $111 = 
550 Oklahoma G. & E. .......cccceeceeuees 42 23 Duq 
1,625 pi ee ee 20* 32 (cor 
133 OE MG EE Ts b.0.cs'e ue annsweswaseee 35 4 form 
—__ | 
” Ph 
* Twelve times $1.71 earnings for twelve months ended March 31, 1950. ing 
** It is estimated that the eventual cash balance will be ample to retire the moderate bank loan, crea 
basi: 
2 the : 
is pannen $00 
The company’s capitalization and the lems, Philadelphia Company can even- I rece 
possible claims of the various classes of tually merge with Duquesne Light, or && arre 
stock are shown in the table below. transfer Duquesne Light common to its Esti: 
own common stockholders. This in tum [J mon 
will facilitate preparation of a dissolution Hj depe 
HILADELPHIA COMPANY’S dissolution plan for Standard Gas & Electric. and 
program has made considerable prog- If the Standard Gas prior preference HJ cour 
ress recently with (1) the disposal of its stocks receive par and dividend arrears 
entire natural gas holdings for approxi- (but not the call premiums, which seems 
mately $63,000,000 (including $17,500,- unlikely) about $7 6,000,000 in portfolio Pre 
000 debentures and $45,755,000 cash), value would remain for the junior stocks. 
and (2) approval by the SEC anda Fed- This might be allocated between the $4 
eral court of the recap plan for the im- preferred and common stocks on the basis T 
portant transit subholding company, of some formula such as 75-25, 80-20, or / 
Pittsburgh Railways (which it is esti- 85-15. These would result in values rang- J Util 
mated will give Philadelphia Company ing between $75 and $86 for the $4 pre- & liste 
new common stock worth about $5-$10,- ferred, and $5-$9 for the common stock. J the 
000,000). Philadelphia Company has [If the claims of the prior preference @ kilo 
now retired its entire funded debt and has stocks should be reduced in accord with tabi 
an estimated $6,000,000 in net currentas- the discount theory (as above) this T 
sets, plus senior securities of Equitable would raise the estimated allocation Jj pro) 
Gas and Duquesne Light to use in retir- values by about $7 per share for the $4 J tion 
ing its preferred stocks. (It may be neces- preferred and $1 for the common stock. pose 
sary to have a small temporary bank the 
loan which could be liquidated by sale of HILADELPHIA CoMPANy sold at 244 #§ Pa! 
Pittsburgh Railways’ common.) Assum- earlier in the year, apparently reflect- rate 
ing that there are no Federal tax prob- ing optimistic forecasts for earnings of ma 
for | 


e 


Div. 


Shares 

(000) 
368 
100 


iy. Pg. Pere 
UE WOE ccccetccs 


$87 
69 None 77 90 


Total All Preferred 
2,163 Common Stock 


——_——_ 


Arrears 


$103 
88 


all Arrears, And 
Premium Less Disc. # Arrears 

$15 $69 | $75 

10 18 19 


$94 


—_—_ 


—- 


$164 $184 


# Discount is estimated at 15 per cent (on dividend arrears) for the prior preference stocks 
and 25 per cent for the $4 preferred. The dicount theory is based on “present value” of pay- 
ments against arrears, if spread over a period of years in the continued life of the company. 
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some $10,000,000 to be available for 
Duquesne Light common in the year 1951 
(compared with about $7,000,000 pro 
forma in 1949). Assuming that a figure 
of 25 would represent a normal value for 
Philadelphia stock in 1951, the liquidat- 
ing value of Standard Gas would be in- 
creased by about $15,000,000. On this 
basis the estimated break-up values for 
the $4 preferred would be in a range of 
$90-$102 if the senior preferred stocks 
receive full arrears, or $96-$110 if those 
arrears were treated on a discount basis. 
Estimated break-up values for the com- 
mon stock would range from $6 to $11, 
depending on the allocation formula used, 
and another $1 could be added if the dis- 
count theory is applied. 


* 
Proposed Increases in Generating 


Capacity 1950-53 

Te Federal Power Commission in 
its March 17th bulletin on “Electric 
Utility System Loads and Capacity” 
listed scheduled capacity additions for 
the four years 1950-53. In millions of 
kilowatts these were as indicated in the 

table below for the principal regions. 
These figures include public power 
projects; Bonneville Power Administra- 
tion accounts for nearly half of the pro- 
posed increase in the Northwest. While 
the figures for individual utility com- 
panies are not all made available sepa- 
rately, the banking firm of Schoellkopf, 
Hutton & Pomeroy, Inc., has prepared 
a tabulation of the scheduled additions 
for certain companies, and the percent- 


Installed 
15.9 


Region 
Northeast 
East Central 
Southeast 
North Central 
South Central 
West Central 
Northwest 
Southwest 


U. S. Total 


ae 
(ni & NG N00 = 
tet et me CONE N 


so 
a 


ages increase in their installed capacity 
for 1953 as compared with 1949. We have 
rearranged this list in alphabetical order. 
Companies which expect to increase their 
present capacity by 50 per cent or more 
include the following, some of which 
have been buying a considerable propor- 
tion of their power requirements: Cen- 
tral Hudson Gas & Electric, Northern 
Indiana Public Service, Middle South 
Utilities, Central Arizona Light & Pow- 
er, Gulf States Utilities, Texas Utilities, 
New York Sfate Electric & Gas, Iowa 
Electric Light & Power, and Illinois 
Power. 


Scheduled Additions to Capacity 
In 1950-53 


Thou- 

sand 

Kilo- 

watts 

ae ee 500 

OS 3 Fee 160 

Central & South West 141 

Central Arizona Light & Power 60 

Central Hudson Gas & Electric 85 

Central Illinois Public Service 120 

Cincinnati Gas & Electric 80 
Cleveland Electric Illuminating 

Co 120 


517 
Consolidated Edison 
Consumers Power 
Dayton Power & Light 
Detroit Edison 
Duquesne Light 
Florida Power 
Florida Power & Light 
Gulf States Utilities 
Houston Lighting 
Illinois Power 
Indianapolis Power & Light ... 
Interstate Power 
Iowa Electric Light & Power .. 


e 


Capacity December a 


Scheduled Ad- Ratio of 
ditions to Ca- Additions to 
pacity in 1950-53 Installed Capacity 
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Iowa Power & Light 

Iowa Public Service 

Kansas City Power & Light .. 
Kansas Power & Light 

Middle South Utilities 

Montana Power Company 

New York State Elec. & Gas .. 
Niagara Mohawk 

Northern Indiana Public Service 124 
Northern States Power 169 
Oklahoma Gas & Electric 


e 


Pacific Gas & Electric 


Public Service of Colorado .... 


Public Service of Indiana 
San Diego Gas & Electric 


South Carolina Electric & Gas . 
Southern California Edison .... 


Southern Company 


Southwestern Public Service .. 


Texas Utilities 


Union Electric of Missouri .... 


Virginia Electric 


DIVIDEND-PAYING ELECTRIC UTILITY STOCKS 


5/3/50 Indicated 
Price Divide 
About Rate 


Revenues $50,000,000 or over 


American Gas & Elec. 
Boston Edison 

Central & South West .... 
Cincinnati G. & E. 
Cleveland Elec. Illum. 
Commonwealth Edison .... 
Consol, Edison of N. Y. .... 
Consol. Gas of Balt. .. . 
Consumers Power 

Detroit Edison 

Duke Power 

General Pub. Util. 

Middle South Util. 

New England El. System .. 
Niagara Mohawk Power ... 
North American 

Northern States Power ... 
Ohio Edison 

Pacific G. & E. 

Penn Power & Light 
ee Elec. 

Pub. Serv. E. & G. 

So. Calif. Edison 

Southern Co. 

Texas Utilities 

Virginia Elec. Power 
West Penn Elec. 
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Averages 
Revenues $25-$50,000,000 


Cosoteen Pi G L....0.cs0c0s 
Central Ill. P. S. 
Connecticut L. & P. 
Dayton P. & L. 

8 > Sara 
Houston L. & P. 
Indianapolis P. & L. ...... 
Illinois Power 

Kansas City P.& L. ...... 
Long Island Lighting 
Louisville G. & E. 

New England G. & E. ..... 
New Orleans Pub. Ser. . 
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oY, Gite S. OG: «....: 
Northern Ind, P. S. ...... 
Potomac Elec. Power 

Pub. Serv. of Colo. ....... 
Pub. Serv. of Ind. ........ 
Puget Sound P. & L 
Rochester G. & E. ......... 
West Penn Power 


CoCoMmMNS 


Averages 


Revenues $10-$25,000,000 


Atlantic City Elec. ........ 
Birmingham Elec. ......... 
California Elec. Pr. ....... 
California Oregon Power .. 
Central Ariz. L. & P. .... 
S Central Hudson G.& E..... 
Central Ill. E. & G. ...... 
S Central Illinois Lt. ........ 
Central Maine Power .... 
; Columbus & S. Ohio El. .. 
Connecticut Power 
Delaware P. & I 
Florida Power Corp. ... .. 
Gebt Santen UU, occ ccccces 
Hartford Elec. Light 
Idaho Power 
Interstate Power 
Iowa Electric L. & P. .... 
es ere 
Iowa-Illinois G. & E. ...... 
Iowa Power & Light 
Kansas Gas & Electric 
Kansas Power & Light 
Kentucky Utilities 
Minnesota P. & L. ........ 
Montana Power 
Mountain States Power ... 
Oklahoma G. & E. ........ 
Otter Tail Power 
Portland Gen. Elec. ....... 
is Ct. * OC ee 
San Diego G. & E. ........ 
CERMIEEINE, bs dc ceeecic 
So. Carolina E. & G. ...... 
Southwestern Pub. Serv. .. 
Tampa Electric 
GS? eee 
Utah Power & Light 
Western Mass. Cos. ...... 
Wisconsin P, & L. ........ 


Averages 


Revenues $5-$10,000,000 


Central Vermont P. S. ... 
Community Pub. Ser. .... 
El Paso Electric 

Empire Dist. Elec. ........ 
Gulf Public Service 

Iowa Southern Util. ...... 
Lawrence G. & E. .....-4. 
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% of Rev 
ae 5/3150 Indicate Tog Shag Earnings —— Pree © drat 
rice ¥ ° ur. rev. n- or 

(Contin: About Rate Id Period Period crease Ratio Stock” 


L Ta ae 84 485d 5.02 
Madison Gas & Elec. ...... 28 1.89d 1.64 
Northwestern P. S. ...... 10 1.20d 1.31 
Penn Water & Power 36 2.12d 4.80 
Public Ser. of N. Mex. .. 18 144m 151 
Rockland L. & P. ......... 9 63d 54 
St. Joseph Light & Pr. ... 26WD 190d 1.54 
Southern Ind. G. & E. ..... 23 2.14m 2.09 
Tide Water Power 8 


1.05m 80 
Western Lt. & Tel. ........ 27 2.33d 062.10 
Averages 


Revenues under $5,000,000 


Arizona Edison 19 
Arkansas Missouri P. ..... 15 
Bangor Hydro Elec. ...... 28 
Beverley G. & E. 

Black Hills P. & L. ...... 
Calif. Pacific Util. ........ 
Central Louisiana El. ..... 
Central Ohio L. & P. ..... 
Citizens Utilities 

Colorado Central P. ...... 
Concord Electric 

Derby G. & E. 

Fall River Elec. Lt. ...... 
Fitchburg G. & E. ......... 
Frontier Power 

Haverhill Elec. ........... 
Lake Superior Dist. P. .... 
Lowell Elec. Lt. 

Maine Public Service 

Michigan Gas & Elec. ..... 
Michigan Public Ser. ...... 
Missouri Edison 

Missouri Public Ser. ...... 
Missouri Utilities 

Newport Electric 

Sierra Pac. Power 

Southern Colo. Pr. ........ 
Southwestern El. Ser. ..... 
Tucson Gas, E.L. & P. .. 
Upper Peninsula Power ... 
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Averages, five groups . 
Canadian Com panies** 


C Brazilian Trac. L. & P. ... $2. 
C Gatineau Power 1. 
C Quebec Power 1: 
C Shawinigan Power 1, 
C Winnipeg Electric 1. 

d—December, j—January. f—February. m—March. B—Boston exchange. C—Curb exchange. 
O—Over-counter or out-of-town exchange. S—New York Stock Exchange. E—Estimated. 
WD—When delivered. *All twelve months’ earnings comparisons have been adjusted to reflect 
in both periods the present number of shares outstanding. If additional common shares are 
offered all earnings are adjusted to give effect to the offering. **While these stocks are listed 
on the Curb, Canadian prices are used. ¢Does not fully reflect $4,000,000 gas rate increase 
effective November 28, 1949, or electric rate increase of $8,800,000 recently granted. 
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What Others Think 


Can Federal and Private Power 
Live Together? 


HE thirty-eighth annual meeting of 

the Chamber of Commerce of the 
United States held in Washington, D. C., 
recently was the occasion for the discus- 
sion of the Federal versus private power 
question. A panel discussion of the sub- 
ject “Can Federal and Private Power 
Live Together?” was directed by Ralph 
Carr, director of the Chamber of Com- 
merce of the United States and Denver 
attorney. 

The industry side of the question 
was dealt with by C. E. Oakes, presi- 
dent of the Pennsylvania Power & Light 
Company, and past president, Edison 
Electric Institute; Richard K. Lane, 
president, Public Service Company of 
Oklahoma; and Kinsey M. Robinson, 
president, the Washington Water Power 
Company. Assistant Secretary of the In- 
terior William E. Warne presented the 
government’s views and Ernest L. Wil- 
kinson, Washington attorney, substi- 
tuted for Senator Watkins (Republican, 
Utah) in explaining a recently introduced 
bill by Senator Watkins which would 
localize control of multipurpose projects. 


The March of Public Power 


Mr. Oakes led off the discussion with 
a presentation entitled “Inroads and 
Effects of Federal Power Programs.” 
The Pennsylvania utility official told the 
audience that the great fear of the electric 
industry was the plague of Socialism. He 
noted that although the American people 
would never travel the road of Socialism 
to economic disaster if they knew they 
were on it, nevertheless we are now being 
led in that direction by a social scientist, 
some government officials, and economic 
planners, most of whom would rise up in 
horror if they were described as Social- 
ists. 
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HE speaker then effectively demon- 

strated his points with the aid of 
graphs and charts which were shown to 
the group on a large screen. Charts 1 
to 4 graphically portrayed the rapid rise 
of the electric utility industry during the 
last thirty years. He pointed out that the 
installed capacity of the industry has 
grown since 1919 by an increase of 280 
per cent. The great construction pro- 
gram of the industry since VJ-Day was 
emphasized as indicating the industry’s 
ability to cope with expanding require- 
ments. Oakes characterized the industry 
as having “a record of achievement in 
the public interest that few industries can 
match.” 

He then pointed out the importance of 
the acquisition of the electric power in- 
dustry in any scheme of Socialism. He 
substantiated this claim with a slide show- 
ing a statement made in 1925 by the late 
Carl D. Thompson, nationally known 
Socialist. It was: 


. . . The movement for public super- 
power becomes the most vital phase of 
the public ownership movement. The 
control of electric power . . . will ob- 
viously carry with it the control of the 
industries of the nation, the control of 
transportation, of mining, and agricul- 
ture . . . it will also dominate and de- 
termine very largely the domestic life 
of the people . . . electric power is the 
key to the coming civilization. The 
struggles, therefore, to secure the pub- 
lic ownership and control of this great 
strategic resource . . . may yet become 
the supreme issue . . . of America and 
the world. 


Oakes went on to say that utilities in 
1925 thought this plan to be visionary at 
the time and dismissed it lightly. He 
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continued that it is not amusing today 
and that the general idea is being realized 
rapidly with disastrous results to the in- 
vestor-owned utilities in the affected 
areas. 

The utility man then showed that the 
next significant step, the construction of 
the Hoover dam, was taken in the belief 
of the then Secretary of the Interior that 
the “proper office of the United States 
ends with the construction of dams and 
incidental structures for primarily Fed- 
eral purposes only .. . leaving it to 
municipal or private initiative to develop 
and market the power under lease of 
rights to the falling water.” 


E further stated that today the 
Hoover dam is practically the sole 
example of how a major Federal project 
can be built and operated without wreck- 
ing the utilities in the area. Oakes de- 
voted his discussion to the past, present, 
and future activities of the federally 
financed projects. Charts with maps of 
the United States showed the country in 
1932 with only very few Federal power 
projects and the situation as it is today 
and planned for the future, with many 
projects dotting the maps. The same 
comparison was given for federally 
financed transmission lines and with the 
same result. 

The speaker then noted that the Ten- 
nessee Valley Authority got under way 
in 1933 by taking over Wilson dam and 
now covers over twice the area of the 
Tennessee valley. He stated that it con- 
tinues to expand and already has de- 
stroyed thirty-one investor-owned com- 
panies in whole or in part. He empha- 
sized that constant pressure is being put 
on the Congress for more and more 
authorities, and with a colored map of 
the United States showed that one bill 
(HR 894) provided for nine valley 
authorities to completely cover the na- 
tion. 

He observed that although these 
regional authorities are not being legal- 
ized per se, steps are being taken in that 
direction with the establishment of the 
geographical areas of power administra- 
tion by the Department of the Interior. 


By these marketing agencies the Depart- 
ment of Interior disposes of hydroelectric 
power from government dams in the 
Northwest, the Missouri valley, the 
Southwest, and the southeastern section 
of the country. Oakes declared that In- 
terior, in setting up these marketing 
agencies, will soon blanket the country 
just as effectively as would the regional 
authorities. 

The utility spokesman then dealt with 
the important rdle of the rural electrif- 
cation program in the Federal power 
scheme. Charts were used to demon- 
strate the large coverage of the country 
by REA lines. Oakes pointed out that 
although the REA claims that the co- 
Operatives are private enterprises, they 
are completely dependent upon REA for 
their financing and therefore should be 
considered an integral part of the grow- 
ing Federal power monopoly. 


H? covered the growth of REA lines 
and then called attention to the new 
“super co-op” plan of building generat- 
ing facilities and transmission lines—all 
this with rural electrification practically 
an accomplished fact. The speaker main- 
tained that REA is particularly danger- 
ous to the electric companies because its 
original job is nearly done and, if it gets 
the money it has asked for from the Con- 
gress, it will have a billion dollars to 
spend. He observed that it will no doubt 
be expended and probably most of it will 
go for “unnecessary steam plants and 
duplicating transmission lines to expand 
further the Federal power monopoly that 
is overwhelming us, step by step.” 

The utility president stated that the 
socialization of the electric companies, if 
carried through, would remove from the 
tax rolls billions of dollars now invested 
in these properties and would prevent 
the additional billions to be expended in 
the future from ever reaching the tax 
rolls. He offered the following as a 
guide for Federal policy in dealing with 
the electric companies : 


The Federal government should en- 
courage and invite investment by the 
electric companies in the power fea- 
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WHAT OTHERS THINK 


tures of water conservation projects. 
This policy would save billions of dol- 
lars for the taxpayers, and put cor- 
responding billions of dollars of invest- 
ors’ capital into tax-paying business. 

The government should not expend 
one dollar in any proprietary enter- 
prise that private capital is able and 
willing to undertake. This should be 
an axiom of Federal policy. 

The electric utility industry is for 
the sound economic conservation, de- 
velopment, and utilization of the water 
resources of the nation in the public 
interest. 


Interior Plea for Public-private 
Unity 


SSISTANT Secretary of the Interior 
Warne spoke for the government 
and developed the subject “The Gov- 
ernment’s Program and Aims in Power 
Development.” He began his talk by 
noting the expanding demands for elec- 
tric energy in this country since the first 
World War and by declaring the neces- 
sity for Federal development to meet this 
demand. He referred to Federal Power 
Commission reports of 1948 (the last year 
for which complete figures are available) 
which showed that nearly half of the 
country’s major utility systems have to 
have maximum load curtailments. In 
total, they amounted to 2,571,000 kilo- 
watts. He added: 


Unfortunately, these figures by no 
means indicate the true dimensions of 
the country’s power shortage. Our 
actual deficit of electrical energy is 
much larger than is generally realized. 
It is a concealed shortage, because it 
must be measured in demands that 
never develop because the power is not 
there to meet them. 


He pointed out that as electric power 
rates go down the use of electricity goes 
up. He sighted as examples, figures for 
1925 and 1948 showing an increase in 
the average annual domestic consump- 
tion of electricity with a decreasing rate 
trend. 

He stated that according to Federal 
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Power Commission figures the electric 
power requirements of the country by 
1960 should reach 600 billion kilowatt 
hours. He claimed that this would call 
for a doubling of power plant capacity 
within the next decade. He commented 
that this “doubling the size of the coun- 
try’s power plant” would call for “all of 
the ingenuity and resourcefulness which 
private industry and the government can 
bring to bear” on this formidable task. 

He maintained that private industry, 
faced with the necessity of retiring about 
10,000,000 kilowatts of existing capacity 
during the next ten years, would fall far 
short of being able to close the gap be- 
tween power supply and demand. He 
said that for this reason alone, and others, 
the job of planned expansion can only 
be done by industry and government 
working side by side. Warne went on 
to say: 


The question is not whether public 
and private power agencies can live 
together, but whether public and pri- 
vate agencies, working together at top 
speed, can expand power output fast 
enough to sustain our dynamic Ameri- 
can economy. 


HE Interior official then turned to 

the consideration of river basin de- 
velopment. He stated that the Federal 
Power Commission estimates that if 
sound, multipurpose methods are ap- 
plied to their development, our rivers 
can be harnessed to provide nearly 77,- 
000,000 kilowatts of additional hydro- 
electric capacity. He mentioned particu- 
larly the following areas of potential de- 
velopment : the state of Washington, 15,- 
000,000 kilowatts ; New England, 3,000,- 
000 kilowatts; Middle Atlantic states, 
5,000,000 kilowatts ; and Southern Atlan- 
tic states, 7,500,000 kilowatts. 

He claimed that to produce in steam 
plants as much electrical energy as can be 
developed by tapping unused hydroelec- 
tric power resources would require on the 
order of 800,000,000 barrels of oil a year. 
He noted that it was his concern for con- 
servation of dwindling fuel reserves that 
led Secretary of the Interior Chapman 


MAY 25, 1950 





PUBLIC UTILITIES FORTNIGHTLY 


to say recently that with our peacetime 
economy expanding we should install at 
least 25,000,000 kilowatts of additional 
hydro capacity within the next fifteen 
years. 

Warne then went on to show the im- 
portance of power production in the 
achievement of other conservation objec- 
tives—irrigation, domestic water supply, 
flood control, navigation, recreation, 
salinity control, fish and wildlife protec- 
tion, and pollution abatement. He said 
that the codrdinated use of water im- 
pounded in storage reservoirs enables 
the Bureau of Reclamation to meet all of 
these urgent needs, with revenues from 
power development paying a substantial 
part of the check. He added: 


No private enterprise can finance an 
integrated, multiple-purpose river 
basin development. This is the job of 
the government, and it is inescapable. 


HE Interior official then urged that 

there be more planning and con- 
struction rather than less, to make full 
use of an integrated basis for all purposes 
of our rivers, and he added that the east- 
ern part of the country needs it as well 
as the West. He then discussed the charge 
of Socialism as follows: 


When spokesmen for some of the 
power companies opposing public pow- 
er development raise the cry of Social- 
ism, they seek to obscure the real issue. 
The river resources of the country be- 
long to all of the people. While the 
Federal government is not proposing 
a public monopoly of hydro power nor 
proposing to prevent privately owned 
utilities appropriately to use these re- 
sources, the government cannot permit 
private companies to skim the revenue- 
producing cream off our national water 
resources. Nor can it allow piecemeal, 
single-purpose river development to 
foreclose the opportunity to undertake 
bold, efficient, and truly economic 
multiple-purpose programs directed 
toward the whole range of our conser- 
vation objectives. We still have mag- 
nificent opportunities in this great 
country and we must not fritter them 
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away by such narrow actions. The 
public interest clearly demands public 
developments. 


Warne continued to state that “public 
power is here to stay,” and that the 
Interior Department officials do not be- 
lieve the development of integrated river 
basin programs by public agencies spells 
the doom of private enterprise. 

He stated that recent history supports 
this view. He called attention to the 
growth of public power in the last thirty 
years from 4 per cent of total annual out- 
put of electrical energy to last year’s 
figure of 20 per cent of the national out- 
put. He maintained that although in 
relative terms private power has lost 
ground, the industry’s markets have actu- 
ally expanded more than six times over 
the years. 

Warne concluded his remarks by stat- 
ing that the Federal power policy prefer- 
ence clause requirements were basically 
sound. And if control over the public 
power were relinquished to privately 
owned utilities at the point of generation, 
many of the purposes of the Federal 
policy could not be so well served. 


Trying to Deal with Federal Power 
Officials 


| gees pooling in the Southwest, with 
particular emphasis on the negotia- 
tions between Oklahoma utilities and the 
Department of the Interior, was the main 
topic of discussion of Richard K. Lane, 
president, Public Service Company of 
Oklahoma. He also touched on the Rural 
Electrification Administration’s “super 
co-op” program of circumventing conr- 
gressional intent by making funds avail- 
able to the Department of the Interior 
through REA “super co-op” loans. 
Lane stated at the outset of his remarks 
that his discussion of the posed question 
of pooling private and public power must 
be limited to the southwestern area of the 
United States where he had had experi- 
ence negotiating with the government on 
this subject. He stated that it must also 
be limited to the situation where the 
flood-control dams in the area could only 
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“EITHER THE OVERTIME IS ON YOU, HAMMERHEAD, OR YOU HAVE JUST 
BOUGHT YOURSELF A NICE $12 LADDER!” 


deliver the installed capacity 30 per cent 
of the time because of the “flashy” nature 
of the streams. 

He collaterally referred to but chose 
not to discuss in detail, except by refer- 
ence, “the intent of certain organized 
minorities to destroy private electric 
companies.” He then mentioned the 
platform of certain Socialists back in 
1923, which announced an attack first on 
private electric companies, and in a con- 
venient order mining, oil, steel, com- 
munications and transportation, insur- 
ance, medicine, banking, etc. The utility 
man stated that this group “has continued 
to boast of its progress and is still today 
a potent influence in any negotiations for 
the pooling of power. 
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Lane then said that although there are 
people in government who honestly be- 
lieve that public power and private pow- 
er companies may exist together as com- 
petitors, they are often associated with 
others with different views. As a 
result the question is always a “very live 
one” in pooling talks between the com- 
panies and the government. 


HE speaker then went back to the 

time when the Flood Control Act of 
1944 was before the Congress and stated 
that at that time there was nothing in the 
debates or the committee reports that 
would indicate the possible building up of 
a public power monopoly or a possible 
intent to destroy the private power com- 
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panies. He noted that it was only a year 
later that the Department of the Interior 
went to the Congress with a so-called 
comprehensive plan and report, in which 
it asked for a quarter of a billion dollars 
for steam plants and transmission lines 
which would duplicate and parallel the 
functions of the lines of the private com- 
panies in the area. 

The utility president observed that the 
first attempt at power pooling in the 
Southwest came after Interior’s plan had 
been rejected by Congress. The power 
companies had offered to take this hydro- 
electric power into their systems, deliver 
it to the government customers, and pass 
on to them all the benefits to be derived 
from the development of such power. 
Some six or eight forms of contracts have 
been negotiated between the companies 
and the Department of the Interior be- 
tween that time and this, but only one 
contract has yet been approved and 
executed. 

At this point Lane recited some of the 
experiences he had recently with the 
Southwestern Power Administration in 
an attempt to reach some sort of an agree- 
ment with the government. He noted that 
a contract that had just been agreed to by 
the companies and the administrator of 
the power agency has since been rejected 
by the Secretary of the Interior. These 
negotiations were entered into at the sug- 
gestion of the Congress in 1949 and funds 
to build transmission lines were allotted 
at that time, to be used as “some sort 
of a club to force the companies to make 
such a contract.” 


ANE contended that this rejected agree- 
ment was one by which public pow- 
er and private power might exist together 
and added that the administrator of 
SWPA seemed to be of the same opinion 
as a result of his testimony on the sub- 
ject before a congressional committee. In 
this testimony the administrator main- 
tained that two people cannot stay in the 
power business in the same area with ab- 
solute competition instead of codperation 
and integration such as the new contract 
gives. 
Lane again pointed out that de- 


spite this recommendation from the aé- 
ministrator and members of Congress 
who heard him, the contract was never- 
theless officially rejected by the Secre. 
tary. 

The Southwestern utility head then 
assailed the “super co-op” scheme where- 
by REA co-ops were receiving large 
loans for steam plants and transmission 
lines and then turning them over to the 
Interior Department for operation and 
eventual ownership. He noted that un- 
der the plan the “super co-ops” would 
have to pay to the department a rate 
higher than that which the department 
pays to the “super co-ops” for their steam 
plant electric power and energy. 

Lane concluded by referring to state- 
ments of Interior Department officials 
that within ten years a coast-to-coast 
power grid would be a reality. He 
claimed that the American people are un- 
aware of these moves and should be given 
an opportunity to vote on such matters. 
He stated that he would not fear this 
question if it could get to the people. The 
speaker supported this contention with 
a report of a survey made in his area 
which showed that the great majority of 
the farmers receiving REA power know 
little or nothing about the source of this 
power, the rate which they are paying 
for their electricity, or the threat of gov- 
ernment in business. 


The Northwest Score on Power Pool 


es and Objectives in Pow- 
er Pooling” was the subject 
chosen by Kinsey M. Robinson, presi- 
dent of the Washington Water Power 
Company, for his part in the panel dis- 
cussion. Mr. Robinson spoke from his 
experience as the head of one of eleven 
major electric systems operating in the 
Northwest power pool. 

Before outlining some of his experi- 
ences in power pooling, the Northwest 
utility man stated that codperation by the 
Federal, municipal, and private power 
systems is not only possible but some- 
thing to be desired. He also called it 
“good business.” He did stress, however, 
the need for a Federal power policy, 
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without which “none of us can work in 
security or peace.” 

Robinson noted that power pooling 
had been practiced in the Northwest for 
more than twenty-five years and had 
given power advantages to the five states 
of Oregon, Washington, Montana, Idaho, 
and Utah. He also pointed out that be- 
cause of this extended experience, operat- 
ing difficulties had presented themselves 
and remedial techniques had already 
been established. As a result, when 
Grand Coulee produced power for the 
first time in 1941, war preparation re- 
quirements of the area were pressing and 
the Grand Coulee and Bonneville systems 
joined the pool, making it one of the 
world’s greatest electric pools. 

The utility executive added that 
despite the speculation that the end of 
the war would mean an end of the pooling 
operation, postwar demands required 
that the pool be continued. The possibili- 
ties of the diverse system extending 1,100 
miles down the map challenged the minds 
of the engineers. These engineers then 
attempted to calculate total precipitation 
and runoff in the watersheds which re- 
quired studies of the zones, weather fore- 
casts, and changes in population. The 
main problem was one of maximum pow- 
er demands, none of which occurred at 
the same time on all systems. The studies 
resulted in the engineers learning that in 
a time of emergency “a vast system, 
which by all rules of the game should fall 
apart when the speed of generators falls 
below the danger point, keeps right on 
running.” 


HE speaker went on to discuss the 


Northwest power shortage. He 
stated that this shortage had unquestion- 
ably helped consolidate area-wide par- 
ticipation in the power pool. The house- 
hold use of electricity in the area was 
averaging about 5,000 kilowatt hours an- 
nually (about two and one-half times 
above the national average) ; there was 
an influx of population amounting to 40 
per cent; new industries were coming 
into the area; and those already estab- 
lished required exceptionally large blocks 
of power. Manufacturers of generating 
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equipment were booked 100 per cent 
ahead and companies were completely 
blocked in further hydro development. 
The Federal agencies had plans for most 
of the favorable power sites and assumed 
responsibility for the region’s power 
supply. 

This emergency required the strength- 
ening of pool administration and a 
Northwest Utilities Conference Com- 
mittee was formed. This committee 
brought together, for periodical discus- 
sion, representatives of Federal, munici- 
pal, and private systems. Immediate at- 
tention was given to such matters as gen- 
erating capacity on the Columbia river 
and its tributaries, appropriations from 
Congress, and transmission facilities 
which would be required in years ahead. 

Robinson pointed out that through the 
pool a 300,000-kilowatt deficiency was 
met with only minor inconvenience to the 
public. Voluntary codperation in the pool 
made available for area use some 600,000 
additional kilowatts of electric energy— 
a cash value of $300,000,000, not to men- 
tion the cost of expensive transmission 
lines and substations. 

The Washington Water Power presi- 
dent maintained that even though gen- 
erating capacity will be raised over the 
next few years, the Northwest power 
pool should not be permitted to fall apart. 
He stated that it was quite possible that 
the demand for power will be a perpetual 
challenge to our supply, and, consequent- 
ly, the need for coOperation can never be 
completely laid aside. He stressed the 
fact that if by this area codperation it can 
be proved to Congress and to the voter 
that Federal power dictatorship is not 
needed, the threat to the private utilities 
might well be postponed or eliminated. 


Sy speaker dealt with the question 
of Federal encroachment on the in- 
dustry in the following words: 


Some people think it futile to ex- 
pect codperation from the leaders of 
government agencies, who are de- 
termined to wipe out private enter- 
prise in the power field. They tell us 
that the lion does not make peace with 
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the lamb it intends to devour. Yet, 
most of us agree that we fully intend to 
resist increased political domination. 
Not only do we expect to give con- 
tinued good service, remain financially 
sound, and give more and more recog- 
nition to community obligations, but 
we intend to point out the benefits of 
our private enterprise system. In ad- 
dition to sound operation, it is a serious 
obligation we face, this matter of 
adequately informing the public re- 
garding our situation. The electric in- 
dustry faces an equally serious re- 
sponsibility to persuade other business 
firms, whether allied or independent, to 
lend support in this fight against 
Socialism. Once this has been accom- 
plished, after the public is made to un- 
derstand that security and prosperity 
flow from non-Federal enterprise, 
rather than from planned economy, 
then and only then can private utilities 
expect a fair deal. 


He then added: 


Some of my experiences in North- 
west power operations have been vex- 
ing and painful. As a result of these 
experiences, I wholeheartedly agree 
that the Federal government should 
limit its power development to special 
projects, and encourage private capi- 
tal rather than dominate the field. Gen- 
erating plants, whether constructed 
under the guise of river control, irri- 
gation, or something else, should be 
economically feasible. Certainly the 
distribution of power by government 
agencies should not extend beyond 
backbone transmission lines. 


| age wos criticized the preference 
clause of existing Federal power 
policy by stating that he could see no rea- 
son why several million customers now 
served by private utilities, all good tax- 
payers, should be denied a fair and equal 
share of power generated at government 
plants. As an example, he stated that it 
would be just as reasonable to make pref- 
erence clauses regarding the use of high- 
ways, and give cars that may be owned by 
public agencies, the right of way at inter- 
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sections, or prior claim to the highways. 
He urged that these laws in a nation 
whose very foundation rests upon equal- 
ity, should be reéxamined and corrected. 


tess speaker then stressed the in- 
equities involved in a comparison of 
the balance sheets of a public power proj- 
ect and a company in private hands. He 
said that cost of power will be practically 
the same except for the tax discrimina- 
tion. He pointed out that nevertheless by 
methods of accounting government proj- 
ects will be made to appear less costly. 
Profits invariably appear more favor- 
able. Subsidies, interest, and tax exemp- 
tions—all of which must be paid for by 
the taxpayer—give Federal power a most 
unreliable balance sheet and a prestige 
that is misleading. He claimed that pri- 
vate enterprise, to survive, must have 
fair treatment. Robinson concluded by 
appealing for a clarification of the Fed- 
eral attitude toward private enterprise, 
especially toward the electric industry. 
He stated that he believed harmonious 
cooperation can be attained. He asked 
that certain minority groups in the gov- 
ernment cease this destructive campaign 
to wipe out private enterprise and that 
they think more of the general welfare 
and less of political control. 


Rule for Federal Projects? 


ENATOR Arthur V. Watkins (Repub- 

lican, Utah) was unable to attend the 
meeting. Ernest L. Wilkinson, Washing- 
ton attorney and fellow Utahan, substi- 
tuted for the Senator with a discussion of 
a new plan for river basin development as 
proposed by the Utah solon in a bill (S 
3376) recently introduced in Congress. 
The measure would place the manage- 
ment and equity ownership of the basin 
projects in the hands of the water and 
power users. The Bureau of Reclama- 
tion would act only as engineers and 
builders of the projects. 

Some of Watkins’ views on the sub- 
ject can be gleaned from a speech which 
the Senator had prepared for the occa- 
sion, entitled ‘“Needed—A National 
Power Policy.” In it, Watkins states 
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that the bill was introduced to the end 
that a national power policy be estab- 
lished along lines such as the follow- 
ing: 
... the organization of interstate water 
and power users’ associations for the 
purpose of entering into contracts for 
the repayment of the costs of water and 
power projects on interstate streams 
and for the ownership, operation, and 
maintenance of such projects. 

Except for the contracting authority 
of these interstate water and power 
users’ associations, the procedure— 
planning and construction by the Fed- 
eral bureaus—remains the same as in 
present reclamation and flood-control 
laws. But here the similarity . . . ends. 
The Federal government would only 
plan and construct such projects. All 
operations of the projects, their 
maintenance, sale of power, and water 
rights would be undertaken by the new 
interstate agency. 


oO features would be: These or- 
ganizations would be empowered 
“to hold all power receipts in trust for 
the over-all basin development; for re- 
payment of the Federal government of 
principal and interest; and to provide 
ig power rates to the consuming pub- 
ic. 

“The new legislation would in no way 
change the priority benefits established 
in Federal laws as to the sale and distri- 
bution of power produced by these proj- 
ects.” 

Watkins goes on to outline some of 
the other features of the proposal which 
include representation of the states by 
the water users’ associations or water 
conservation districts which would sub- 


scribe for the state’s interest in the inter- 
state association. 

The plan recognizes the “basin ac- 
count” theory in small projects so that 
power revenues can be used to carry 
other feasible portions of the project 
which can not pay their own way. It also 
leaves legal title to the projects in the 
government, with the “equitable title” to 
be vested in the various interstate asso- 
ciations. 

Power features of this new policy 
proposal include these points: 


The priority use of the power is to 
be “for the benefit of the basin de- 
velopment itself. Municipalities and 
other public corporations or agencies, 
codperatives, and other nonprofit or- 
ganizations” would have second pref- 
erence on the power supply. The great 
bulk of the supply then would be sold 
to public and private power systems. 

“Power rates would be fixed by the 
corporation in consultation with the 
Secretary of the Interior and the Fed- 
eral Power Commission and would be 
of sufficient amount to insure repay- 
ment of all costs, including interest, 
operating, and maintenance charges.” 

Power sales would be restricted to 
the basin area, except in cases where 
there were surpluses and outside areas 
with shortages were in need of this sur- 
plus. 


Watkins concludes his analysis of the 
measure by stating that it takes into ac- 
count our long-established principle of 
state ownership of the water resources, 
with the people themselves deciding 
whether transmission and distribution of 
power will be by public or private utili- 
ties. 





66Somerimes it would appear that a considered program is being 
developed to harass, rather than help, business. Certainly the end 
result has been a general public conception that industry in this country 
is selfish and that its objectives are not conducive to the public welfare.” 
—E. W. TINKER, 
Executive secretary, American 
Paper and Pulp Association. 
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The March of 
Events 


In General 


Federal Economy Key to High 
Production 


LS yoroenaig tax reduction based on 
rigorous Federal economy is the key 
to expanding production and continually 
expanding employment, according to 
key representatives of the Chamber of 
Commerce of the United States. 

At the thirty-eighth annual convention 
of the chamber, recently held in Washing- 
ton, D. C., 400 delegates, representing 
1,400,000 business and industrial execu- 
tives, said that if industry is to provide 
600,000 new jobs that are needed every 
year, it is “imperative” that Federal tax 
policies be revised, especially those which 
eat into potential investment funds. 

Without a dissenting vote, the cham- 
ber adopted 37 resolutions which, in 
large effect, brought it into more com- 
plete opposition to President Truman’s 
“Fair Deal” program. 

Declaring for firm adherence to the 
policy that Federal taxes are levied for 
the purpose of obtaining essential gov- 
ernment revenues—not for social re- 
forms or objectives—the chamber point- 
ed out that the heavy burden of current 
business taxes deters production and new 
investments in facilities. 

In addition to calling for more equita- 
ble allowances for depreciation and 
amortization expenses, the chamber de- 
clared there should be eventual elimina- 
tion of the tax upon capital gains. This, 
it was asserted, will encourage transac- 
tions and create new revenues. 

With respect to excise taxes, the cham- 
ber did not condemn those that are 
equitably devised and nondiscriminatory 
as between competing industries, but said 
they should be at “low rates” and upon 
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articles of wide use, so long as the articles 
are not “of first necessity.” 

Of immeditae importance, the chamber 
said, is removal of the war increase of 
excises applicable to the “essential serv- 
ices rendered by publicly regulated 
agencies.” 

Other high lights of the chamber’s rec- 
ommendations and resolutions on fiscal 
matters included: 

Early withdrawal of government com- 
petition with private sources in the lend- 
ing field ; elimination of government con- 
trols on consumer credit ; and avoidance 
of excessive margin requirements on 
security transactions. 

In mineral and other natural resources 
fields, the chamber declared itself.as fa- 
voring reservation of water rights to the 
respective states, and registered opposi- 
tion to any reduction of depletion allow- 
ances now made to producers of petrole- 
um, natural gas, and other minerals. 
The chamber also declared itself opposed 
to the administration’s viewpoints on 
tidelands resources. 

Valley authorities or regional systems 
of control of natural resources were 
sharply criticized. Extension of the val- 
ley authority idea to the entire country 
would mean the eventual disregarding of 
state lines and a new subdividing of the 
United States on a regional basis. This, 
the chamber concluded, would bring 
about the subordination of local and state 
government to Federal control, “not only 
of the waters but also, in large degree, 
of the national economy.” 


Can Fill All Gas Needs 


RANSCONTINENTAL Gas’ TRANS- 
MISSION CORPORATION is “willing 
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THE MARCH OF EVENTS 


and able” to supply natural gas require- 
ments of all applicants along its Texas- 
to-New England main line, according to 
its vice president, J. B. Burton. 

Testifying at a recent Federal Power 
Commission hearing in Washington, Mr. 
Burton said this meant Transcontinental 
not only could supply additional needs 
of the Philadelphia Gas Works Com- 
pany, 100,000,000 cubic feet daily to 
Northeastern Gas Transmission Corpo- 
ration for distribution in New England, 
but also recent requests by Carolina Nat- 
ural Gas Corporation. 

The Transcontinental executive said 
this gas service could be made possible 
by addition of one compressor unit in 
each compressor station along the com- 
pany’s lines. He said the company has 
contracts with suppliers sufficient to 
meet the demands. 

A few days before Mr. Burton testi- 
fied, the commission issued its decision 
on a related application by Transconti- 
nental, permitting it to increase the daily 
capacity of its Texas-to-New York main 
line from 340,000,000 to 505,000,000 
cubic feet. This decision, however, allo- 
cated to present and specified new cus- 
tomers all but 82,745,000 cubic feet of 
the authorized increase. Transcontinental 
has contracts with Northeastern for 
100,000,000 cubic feet daily. 

The Philadelphia Gas Works Com- 
pany, which was allocated 10,000,000 
cubic feet daily, is demanding up to 25,- 
000,000 cubic feet daily within five years. 
Carolina Natural Gas Corporation wants 
30,000,000 cubic feet daily now and 65,- 
000,000 cubic feet daily within five years. 

Mr. Burton declared all these demands 
can be met by Transcontinental by a fur- 
ther expansion program should the com- 
mission direct the company to meet them. 
He conceded that further commission 
authority would be necessary, but that 
the company would be able to accomplish 
it. 

Northeastern Gas Transmission Cor- 
poration on May 5th marshaled its New 
England clients to support its bids for 
control of natural gas distribution in 
New England which the firm says it 
could start next winter. 


Northeastern put its case before an 
examiner of the Federal Power Commis- 
sion at a resumption of hearings which 
opened last March 7th in Washington. 

After two recesses in the hearing, New 
England Congressmen pressed for speed- 
ier proceeding and an early decision. 
With an early decision, Northeastern’s 
counsel says, it could deliver gas to 
Springfield, Massachusetts, and to Con- 
necticut by next winter. 

Northeastern plans to link with its 
parent company, Tennessee Gas Trans- 
mission Corporation, and also with 
Transcontinental Gas Pipe Line Corpo- 
ration. 


Union Raps Federal Power 
Program 


—— against the expansion of gov- 
ernment ownership in the electric 
power industry have been sounded by 
the (CIO) Utility Workers of America. 
Meeting in annual convention recently in 
New York city, the union unanimously 
adopted a resolution for halting the trend 
towards government power operations 
which displace private companies. The 
resolution warned that domination of 
the electric power industry by the govern- 
ment “will be the first step down the 
socialistic highway,” to be followed by 
nationalization of transportation, com- 
munications, and other industries. Even- 
tually, it was declared, this would “put 
an end to our American way of life.” The 
400 delegates attending the convention 
particularly objected to the government 
competing “with light and power com- 
panies with whom we hold contracts.” 
The valley authority idea also drew the 
union’s fire. The resoltition recited that 
— if the present trends in the electric pow- 
er field are not curbed—‘“we will soon 
have authorities, not elected but ap- 
pointed, who will constitute a supergov- 
ernment, with control of practically all 
the electric power in the nation.” 
Assistant Secretary of Labor John W. 
Gibson, administration spokesman at the 
convention, confined himself to an attack 
on the Taft-Hartley Act, promising that 
the Truman administration would not 
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relax its efforts to “erase this un-Ameri- 
can legislation from the statute books.” 

The main discussion of the meeting 
seemed centered on negotiations for pen- 
sions. The recent pension obtained by a 
CIO union from Consolidated Edison 
Company of New York received favor- 
able attention as “better than that ob- 
tained from U. S. Steel.” 


Kerr Forecasts Gas Scarcity 


RESIDENT Truman’s veto of the Kerr 

amendment to the Natural Gas Act to 
exempt independent producers from Fed- 
eral Power Commission jurisdiction will 
“clamp a deep freeze on the business of 
selling gas in interstate commerce,” ac- 
cording to Senator Robert F. Kerr 
(Democrat, Oklahoma), author of the 
amendment. 

Speaking to 500 delegates at the re- 
cent spring meeting of the American 
Petroleum Institute’s production division 
(eastern district) in Cleveland, Ohio, the 
Oklahoma solon said: 


Now that the veto has made the 
threat of Federal control more nearly 
a reality, not a single new contract to 
sell gas has been signed. In my opin- 
ion, none will be. 

It will mean that producers will not 
be free to sell more gas for present 
consumers or for any future ones. 


Pointing out that the over-all price 
paid by the consumer for natural gas 
today is 12 per cent less than it was ten 
years ago, Senator Kerr asked his audi- 
ence if the mere threat of FPC regula- 
tion has brought some price increases, 
“what will actual regulation bring?” 

Unless the Kerr Bill principles pre- 
vail, the result will “not be more gas to 
the consumer at less cost,” he said. “It 


can only be less gas at higher cost.” 

In a comparison of performance by 
regulated and unregulated natural gas 
producers, Senator Kerr credited the 
independents with tripling the nation’s 
known gas reserves in the last fifteen 
years. Regulated firms have not drilled 
“in the past twenty-five years, nor will 
they in the future,” he declared. 

This inactivity, Senator Kerr ex- 
plained, stems from the Federal Power 
Commission’s basis of regulation which 
provides “neither incentive nor reward” 
for finding new reserves. 


Crackdown on Gas Rates Denied 


CCORDING to the Chicago Journal of 
Commerce, in a Washington dis- 
patch dated May 8th, a “top Federal 
Power Commission official” has vigor- 
ously denied reports that his agency is 
planning a crackdown on natural gas 
rates of so-called independent producers. 
Declining to be identified by name, the 
official termed rumors of a crackdown as 
“so much oil company propaganda to 
arouse fears” following President Tru- 
man’s recent veto of the Kerr Bill ex- 
empting independents from commission 
regulation. Since the veto, the commis- 
sion has received no applications for gas 
leases to carriers. 

“T can say very definitely,” the com- 
mission official told the Journal of Com- 
merce recently, “that we have no plans 
for a general investigation of natural gas 
rates or of the rates of any particular 
carrier.” 

He said any such investigation would 
be a long-term proposition, involving 
scrutiny of rates, hearings, and in any 
case would be instituted “only after the 
commission received complaints that pre- 
vailing rates are out of line.” 


& 
Alabama 


Martin Gets Distinguished 
Service Award 


ae W. Martin, chairman of 
the board of the Alabama Power 


Company, has been named by members 
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of the Southern Association of Science 
and Industry as one of three men who 
have made the most “significant contri- 
butions to technological progress in the 
South.” 

Southern leaders in science, industry, 
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and agriculture, meeting recently in 
Charleston, South Carolina, chose Mr. 
Martin, along with Homer W. Pace, vice 
president of the South Carolina Electric 
& Gas Company, and Dr. William G. 
Pollard, director of the Oak Ridge (Ten- 
nessee) Institute of Nuclear Physics, for 


distinguished service awards which were 
presented by the association. 

Mr. Martin founded the Southern Re- 
search Institute in Birmingham in 1945. 
He contributed $25,000 to start the insti- 
tute, and as its chairman has brought the 
total endowment to $2,000,000. 


California 


Lobby Curbs Tightened 


Ce Earl Warren has signed 
into law four amendments to the 
Collier Lobby Control Act of 1949, all 
of them designed to tighten controls on 
those who would endeavor to influence 
the course of legislation. He said the 
changes the amendments made “will put 
California in the forefront of those states 
that have enacted lobby legislation.” 

This is how the amendments change 
the present law’s requirements that lob- 
byists register and make public their in- 
come and expenditures in influencing 
legislation : 

Only expenditures of more than $25 
have to be reported in detail, but a lob- 
byist must still report a monthly total 
of all his payments. There had been no 
floor on itemization in the original law. 

A lobbyist must, when he registers, 
submit a written authorization from his 
employer. 

Representatives of churches need not 
register. 

If a lobbyist splits his fees with any- 
one else he must report it in a sworn state- 
ment. 


Contingent fee lobbying—a plan 


whereby a lobbyist’s compensation de- 
pends on whether a piece of legislation 
is passed or defeated—is outlawed. 

If a lobbyist hires or has his employer 
hire a legislator, an attaché of the legis- 
lature, or a full-time state employee, he 
must report all of the details of such em- 
ployment. 

It becomes unlawful to employ a non- 
registered lobbyist except on condition 
that he register immediately. 

As now amended, the law spells out 
in more detail the punitive provisions of 
the act. Violation continues a misde- 
meanor with a maximum jail sentence 
of one year, fine of $5,000 or both, and 
the measure specifies that making a false 
statement or omitting any of the details 
required in the statements is a violation. 

A new departure in the amendments 
is the power granted to each house of 
the legislature to name a committee which 
can grant, suspend, or revoke lobbyists’ 
certificates of registration. The commit- 
tees are empowered to investigate and 
hold hearings on lobbyists whose actions 
have been questioned and to report to 
law enforcement officers violations of the 
lobby law. 


Maryland 


Curtailment of Suburban 
Routes Suggested 


——— or abandonment of 
some Baltimore Transit Company’s 
suburban routes has been suggested as 
an alternate to a proposed 15-cent fare. 

Edward A. Roberts, New York trans- 
portation engineer hired by the state to 
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study the company’s request for a fare 
increase, testified before the public serv- 
ice commission that a higher fare “will 
definitely create a serious community 
problem” and force millions of present 
passengers to withdraw their patronage 
from the company. 

As an alternate to the fare boost, Mr. 
Roberts suggested possible economies, 
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including curtailment, abandonment, or 
relinquishment of nonpaying routes in 
the suburban areas. He said the higher 
fare will take away millions of short-haul 
passengers who will not consider their 
short ride worth 15 cents. 


Utility Files Tax Suit 


HE Gas & Electric Company, of 
Baltimore, has filed suit in Federal 


court to recover $73,496.52 of a $100,710 
tax payment made by the firm in 1946, 
The money was part of a 3 per cent Fed- 
eral tax on electric energy supplied to 
domestic and commercial consumers. 

Most of the refund claim is based on 
the company’s contention that large ship 
repair yards in the Baltimore area are 
industrial consumers, which are exempt 
from the energy tax, rather than com- 
mercial users. 


* 
Michigan 


Transit Service Cut 
Recommended 


| a situation similar to that existing in 
Baltimore, Maryland, out-of-town 
business consultants and engineers have 
recommended that service in Detroit be 
curtailed on some bus and trolley routes, 
abandoned on others. 

A special report to Mayor Cobo and 
the street railway commission, prepared 


by Arthur W. Baumgarten, former gen- 
eral manager of the Flint Trolley Coach 


Company, and now associated with 
Ebasco Services, Inc., said flatly that the 
Detroit Street Railway offers 25 per cent 
more route miles of service—and 25 per 
cent more actual miles of vehicle opera- 
tion on those routes—‘“than statistical 
averages for the population covered 
would call for.” He said the average 
transit fare in Detroit is at the rate of 
1.145 cents a mile of operation—“or much 
too low a rate to attain the necessary 
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revenue with a feasible average passen- 
ger load.” 

Mr. Baumgarten’s recommendations 
included : a zone fare system that would 
result in a higher fare rate per mile with- 
out large loss of passenger riding; a re- 
routing program to reduce the high num- 
ber of route miles operated, and the 
elimination of some parallel routes ; sub- 
stitution as soon as practical of trolley 
coaches on 10 motor coach lines and three 
streetcar lines ; and a complete engineer- 
ing study of all lines to determine the 
proper type and capacity of vehicle to 
produce the best economic results and 
the best service to the public at the lowest 
fare. 

The report concluded with a warning 
that the fare raise, which became effec- 
tive May 15th, “may help increase gross 
revenues some—but probably not to the 
extent expected because of the loss in 
passenger riding resulting from the fare 
increase.” 


Minnesota 


Would Liquidate Transit Firm 


HARLES GREEN, president of the Twin 
City Rapid Transit Company, of 
Minneapolis and St. Paul, recently told 
stockholders that unless an adequate fare 
is granted and the two cities stop harass- 
ing the company with “unjust financial 
charges,” he will seek to liquidate the 
firm. His warning was contained in a let- 
ter to stockholders in which he informed 


them the company had lost $197,221 dur- 
ing the first quarter of 1950. 

To meet this declining revenue, Mr. 
Green said the company attempted to re- 
duce service by closing down some of the 
temporary, losing lines. He pointed out 
that although this action was in accord 
with the best thought of transportation 
experts, “every step in this direction was 
opposed by both cities, as well as by 
suburban communities.” 
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‘Tennessee 


Natural Gas Rates Filed 


HE Chattanooga Gas Company has 

filed with the state railroad and pub- 
lic utilities commission a schedule of rates 
proposed to be charged when the com- 
pany changes over to natural gas this 
summer. Rates proposed to be charged on 
monthly billings for single residences and 
individual apartments are : first 200 cubic 


feet $1; next 1,200 cubic feet, 13.5 cents 
per 100 cubic feet ; next 2,600 cubic feet, 
12.5 cents per 100 cubic feet ; over 4,000 
cubic feet, 8 cents per 100 cubic feet. 

At the same time, the company re- 
ceived approval of the commission to can- 
cel a regulation, issued July 9, 1947, lim- 
iting service for space heating. The 
company stated that it expected to have 
an unlimited supply of natural gas. 


Wisconsin 


Gas Rate Reduction Approved 


I be public service commission has 
accepted a plan of the Wisconsin 
Gas & Electric Company to reduce nat- 
ural gas rates to its customers by $210,- 
000 a year. The commission accepted the 
plan after less than an hour’s discussion. 

A rate expert of the commission said 
the reduction will apply to all residential 
and commercial customers of the com- 
pany, which has headquarters at Racine 
and serves southeastern Wisconsin. 
There will be no reduction for industries 
and other large users, the commission 
said. 

The cuts for residential and commer- 
cial customers will amount to about 10 
per cent, according to the commission, 
which ordered them into effect with me- 
ter readings beginning this month. 

At the same time, the commission dis- 
missed the city of Waukesha’s petition 
for a rate cut there. 


Public Utility Antistrike Law 
Held Valid 


> constitutionality of the Wiscon- 
sin law against strikes by public 
utility employees was upheld for the sec- 
ond time recently by the state supreme 
court, which also declared that the law 
applies to Transport Company workers 
of Milwaukee. 

A circuit court judge on April 11, 1949, 
perpetually enjoined union representa- 
tives of the company’s operating and 
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maintenance workers from calling, caus- 
ing, or encouraging any strike or slow- 
down of Transport Company passenger 
service. 

This action followed trial of a suit by 
the Wisconsin Employment Relations 
Board against the (AFL) Amalgamated 
Association of Street, Electric Railway, 
and Motor Coach Employees of America, 
Division 998, and its officers. The union 
then carried the challenge of constitution- 
ality to the supreme court. 

Questions involved were whether Wis- 
consin’s 1947 law requiring compulsory 
arbitration of labor disputes to prevent 
strikes by public utility workers was con- 
stitutional and whether it was applicable 
to this group, which claimed the exemp- 
tion applying to railroad employees. 

Both questions were decided in favor 
of the relations board by the circuit court, 
despite the defendants’ contention that 
the law imposed involuntary servitude 
upon them, denied them rights guaran- 
teed by the National Labor Relations 
Act, and discriminated against them and 
other transport workers by excluding 
railroad employees from its provisions. 

The supreme court opinion said in part 
that the union’s arguments “might be 
convincing if the rights of the public in 
the outcome of this litigation were over- 
looked.” Justice Grover Broadfoot, who 
wrote the opinion, said the court had up- 
held the constitutionality of the law when 
it was challenged by the (CIO) Coke and 
Chemical Workers July 12th and would 
uphold it again now. 
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State May Prohibit Use of Interstate Wires for 
Gambling Purposes 


Be dissemination of information 
enabling one to bet on a horse race 
or some other sporting event is not be- 
yond the power of a state to regulate 
because the information is transmitted 
over interstate wires. A state law mak- 
ing it unlawful for utilities knowingly 
to furnish private wires for use in dis- 
seminating such information and mak- 
ing such use a crime is not void as vio- 
lating the commerce clause of the Fed- 
eral Constitution. Nor does such a law 
conflict with regulatory powers of the 
Federal Communications Commission. 

The supreme court of Florida reached 
these conclusions in upholding a statute 
enacted by the Florida legislature regu- 
lating the lease and use of private wires. 
The law makes it unlawful for a public 
utility to furnish a private wire for use 
in the dissemination of information for 
gambling or for gambling purposes. It 
condemns the use of any private wire 
for the disseminating of gambling infor- 
mation. 

The statute requires any public utility 
which leases a private wire to any cus- 
tomer to furnish the Florida commission 
duplicate copies of its contract for fur- 
nishing such service. The act provides 
that such contracts constitute prima facie 
evidence that the private wire is used 
for gambling purposes. The burden of 
proof is placed upon the person contract- 
ing for the private wire to show that it 
has not been used and is not intended to 
be used for gambling purposes. 

By the terms of the statute it is an 
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exercise of the police power of the state 
for the protection of the people of the 
state. The legislature has power to single 
out, condemn, and punish such acts as it 
deems injurious to public morals. If fur- 
nishing information about horse racing 
or bookmaking fall in that category, it 
may resort to such means as are reason- 
able and within constitutional limitations 
to suppress it. 

The net result of Supreme Court rul- 
ings on the question of interference with 
interstate commerce, said the state court, 
is that there is no hard and fast rule to 
determine when a state law lays an un- 
due burden on interstate commerce in 
violation of the Federal Constitution. 
Every case must turn on its peculiar 
facts. These facts must answer the ques- 
tion whether or not Congress has en- 
tered the field, and if it has not, whether 
the state regulation disrupt lines of com- 
munication essential to uniformity. The 
commerce clause was not intended to in- 
hibit the state from promulgating and 
enforcing police regulations even though 
such acts may incidentally or indirect- 
ly affect interstate commerce. 

Reference was made to a case arising 
in Florida and decided in Sligh v. Kirk- 
wood (1915) 237 US 52, 59 L ed 835, 
where the Supreme Court upheld the 
power of the state to prescribe and en- 
force regulations to prevent the produc- 
tion of impure foods within its borders. 
The court then went on to say that the 
leased wires were shown to be used to 
transmit information about horse racing, 


720 








prize fights, football games, baseball 
es, and other sporting events from 
Baltimore and New Orleans to Miami 
and other places in Florida. Even though 
these messages are of interstate charac- 
ter, said the court, it does not follow 
that when the information conveyed is 
used to bet on a horse race it becomes an 
article of interstate commerce as con- 
templated by the Federal Constitution. 
In fact, when the information is released 
for the purpose of wagering, it may then 
be like the articles in a package when 
broken and they forfeit their interstate 
character and are subject to regulation. 
At any rate, the court continued, if 
deleterious fruit is not the subject of in- 
terstate commerce, gambling information 
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could not be said to be so. No question 
of destroying lines of communication 
where uniformity of operation is required 
was before the court, and no general 
burden on interstate commerce was 
shown to be brought in question. 

The Federal Communications Act gov- 
erns all interstate communications by 
wire and radio, but, it was pointed out, 
there is nothing in the act to indicate 
that it was in any way intended to trench 
on the police power of the state, and no 
regulation of the Federal Communica- 
tions Commission was shown to deal with 
the subject matter of this controversy. 
McInerney et al. v. Ervin, as Attorney 
General of the State of Florida et al. 
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Federal Power Commission Instead of District Court 
Should Pass on Intercompany Charges 


N award by the United States District 
Court of a judgment for more than 

one-half million dollars in favor of one 
electric utility against another was re- 
versed by the United States Court of Ap- 
peals. The utilities or their predecessors 
had for some years operated under joint 
management in contiguous territory. 
Their lines were interconnected at several 
points. They exchanged electric energy 
under contracts filed with the Federal 
Power Commission. The utility bringing 
the action (Montana) asserted that the 
other company (Northwestern) had paid 
it less than the filed rate on energy which 
it purchased and had exacted more than 
the filed rate for energy which it sold. 
The complaint charged that such under- 
payments for purchases and overpay- 
ments on sales were fraudulent and un- 
lawful and demanded reparation. 

Northwestern contended that the dis- 
trict court did not have jurisdiction over 
the matter since exclusive jurisdiction 
over wholesale electric utility rates in in- 
terstate commerce is vested in the FPC. 

While the district court rejected this 
contention, the United States Court of 
Appeals based its decision on this point. 
The court said : 
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The district court, we think, erred 
in assuming that because the complaint 
alleged that the rates and charges in 
issue were unjust and unreasonable it 
had power to determine just and rea- 
sonable rates, and if the filed rates were 
found to be unreasonable to declare 
them unlawful and grant reparations. 
... Nowhere does the act give the dis- 
trict court power to determine just and 
reasonable rates; that power is given 
to the commission exclusively. . . . the 
commission may bring an action in the 
proper court of the United States to 
enjoin violations of the act and to en- 
force compliance with the act or any 
rule, regulation, or order of the com- 
mission. . . . The statute does not im- 
ply that aggrieved parties may bring 
such actions. 


The court concluded by ruling that in 
a controversy between electric utilities 
coming under the Federal Power Act in 
which it is required that the fraud al- 
legedly practiced by one upon the other 
be investigated, jurisdiction is in the 
commission and not in the courts. North- 
western Pub. Service Co. v. Montana- 
Dakota Utilities Co. (No. 13,887). 
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Space-heating Rate Increase Approved to Meet 
Sharply Increased Costs 


HE Massachusetts Department of 

Public Utilities ended its investiga- 
tion of proposed rates of a gas company 
when the evidence as to the over-all earn- 
ings of the company indicated that addi- 
tional revenue was needed to produce a 
reasonable return on investment. 

The increased rates applied to space- 
heating services only. Sharply increased 
costs in this type of service were the 
reasons assigned for the increase. 

The department presented figures 
showing that since 1941 the cost of gas 
for heating had increased 95.5 per cent, 
while hard coal had increased 64.9 per 
cent ; coke, 62.3 per cent ; No. 2 oil (cen- 
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tral heating), 76.2 per cent; and No. 1 
oil (range oil), 86 per cent. 

The relative increases indicated to the 
department that the value of gas as a 
heating fuel is being adequately recog- 
nized but do not support the view that 
the price of gas for space heating exceeds 
the value of the service to the customer, 
This is particularly true, the department 
concluded, since the concept of value is 
important principally where there is no 
competing service and since there is 
obviously effective and energetic competi- 
tion between gas for space-heating and 
other fuels. Re Boston Consol. Gas Co. 
(DPU 8655). 


FCC May Not Impair Contract between Licensee and 
Stockholders of Broadcasting Company 


A accounting action brought by the 


stockholders of a_ broadcasting 
corporation against the Regents of the 
University System of Georgia was con- 
sidered by the United States Supreme 
Court because of the important Federal 
question involved. 

The Regents had entered into a con- 
tract with the stockholders of the corpo- 
ration after the Federal Communications 
Commission had notified them that a 
previous arrangement in which the broad- 
casting corporation operated the station 
and dictated its policy was not favored 
and would result in a denial of the 
Regents’ license renewal application. This 
contract with the stockholders apparently 
vested control of the station in the 
Regents since all stock in the corporation 
was transferred to them. In return for 
this it provided that substantial monthly 
payments be made out of station revenues 
to the stockholders. 

When the Federal Communications 
Commission considered the application 
for renewal of the license, after this con- 
tract had been executed and been in effect 
for a short period, it found that the re- 
quired payments would jeopardize the 
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ability of the Regents to operate the sta- 
tion in the public interest and lessen its 
chances of entering the fields of FM and 
television. Consequently, the commission 
refused to renew the license unless and 
until no further effect was given to the 
agreement between the Regents and the 
stockholders. Thereupon the Regents 
adopted a resolution repudiating the 
agreement, notified the stockholders and 
the commission of this repudiation, and 
received a renewal of its license. 

After operating for five years without 
interruption and without making any 
payments to stockholders, the Regents 
were sued by the stockholders for an 
accounting. The state court entered a 
judgment in favor of the stockholders for 
$145,000. The state court of appeals 
affirmed this decision. 

The issue considered by the Supreme 
Court was whether, in the light of the 
supremacy clause of the Federal Consti- 
tution, a state court has authority to grant 
recovery under a contract which was the 
basis for the commission’s refusal of a 
license and was later rescinded to satisfy 
commission requirements. 

The court ruled that the imposition 
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of the condition on the renewal of the 
license in no way affected the responsibili- 
ties of the licensee (the Regents) to third 
parties (the stockholders). The commis- 
sion could insist that the Regents change 
their situation before granting the re- 
newal but could not act as a bank- 
ruptcy court to change that situation for 
them. The court considered irrelevant the 
fact that the stockholders were aware that 
the commission had refused to renew the 
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license unless the contract was repudiated 
and failed to intervene in the commission 
hearing. The court said that “it would be 
a most extraordinary rule that would re- 
quire the stockholders to intervene upon 
pain of suffering a binding judgment 
which the commission could not. have 
lawfully imposed upon them had they 
been actual parties.” Regents of the 
University System of Georgia v. Carroll, 
— US —, 70 S Ct 370. 


District Court May Suspend Confiscatory Rate Order 
Prior to Appeal and Rehearing 


HE supreme court of Idaho held that 


the district court has jurisdiction to © 


protect a telephone company against con- 
fiscation, pending litigation. The supreme 
court, prior to appeal and pending re- 
hearing, can offer no protection against 
the imposition of confiscatory telephone 
rates. It was decided that although the 
district court could not entertain an 
appeal from a rate order, due process re- 
quired it to stay the order if enforcement 
would result in confiscation and irrep- 
arable loss, pending litigation. 

The commission’s determination of 
rates must be concluded before judicial 
review may be invoked. This means that 
a hearing and either a denial of, or con- 
clusion of, a rehearing must precede the 
appeal. To protect a company against 
irreparable confiscation, courts must, if 
the commission does not, stay enforce- 
ment of a confiscatory rate protecting 
the consumer and the company. 

But it was urged that appeal affords an 


adequate remedy to prevent confiscation. 
The court rejected this contention, point- 
ing out that losses sustained by the com- 
pany pending appeal could not be re- 
couped by an increased rate to cover 
them. They would, therefore, be perma- 
nent. Consequently, appeal would be 
inadequate during the period between the 
first order fixing inadequate rates and 
the date of appeal when the supreme 
court might issue a stay. 

The supreme court held that if due 
process comprehends that courts have 
jurisdiction to protect against confisca- 
tion, pending litigation, and it has no 
jurisdiction prior to appeal to issue a stay 
of a rate order, the district court, with 
general and unlimited jurisdiction in all 
suits at law and in equity, must have 
such jurisdiction. Otherwise, there 
would be no protection against a con- 
fiscatory rate order pending the rehearing 
and appeal. Joy et al. v. Winstead, 215 
P2d 291. 


e 


Customers Not Entitled to Refund Awarded to Natural Gas 
Distributing Company 


HE supreme court of Missouri up- 

held a lower court judgment dis- 
missing a petition filed by customers of 
a distributor of natural gas to recover 
shares in a refund received by the com- 
pany from a Federal court upon affirm- 
ance of a wholesale rate reduction order 
of the Federal Power Commission. The 
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customers also unsuccessfully sought to 
recover amounts paid by them after the 
effective date of the rate reduction order 
and before a lower rate had been estab- 
lished for the distributing company. 
The court further held that the peti- 
tion raised a question concerning proper- 
ty rights over which the circuit court, 
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rather than the commission, had jurisdic- 
tion. 

The customers’ theory of unjust en- 
richment was based upon the fact that 
the distributing company was paying a 
fixed rate for gas purchased from a pipe- 
line company and selling it to its cus- 
tomers at a rate fixed and approved by 
the state commission ; that since the cost 
of gas to the distributing company was 
considered by the state commission in 
fixing rates, any reduction in the cost of 
gas should be passed on to its customers. 
They claimed that when the rate reduc- 
tion order was affirmed, the refund should 
have been distributed to the customers as 
their interests might appear. 

The court rejected the argument that 
the receipt of the refund permitted the 
distributing company to have a return in 


excess of a maximum return upon the in- 
vestment as allowed by the state commis. 
sion. It held that while rates must be just 
and reasonable, they need not yield any 
particular return. When the established 
rate of the utility has been followed, the 
amount so collected becomes the prop- 
erty of the utility, of which it cannot be 
deprived by either legislative or judicial 
action without violating the due process 
provisions of the state and Federal con- 
stitutions. The court pointed out that the 
company never collected, and the cus- 
tomers never paid, more than the legally 
established rate for gas furnished. There- 
fore, the court held, there was no un- 
just enrichment of the company at the 
expense and loss of customers. Straube 
et al. v. Bowling Green Gas Co. 227 
SW2d 666. 


z 


Organization of Subsidiary 


HE Securities and Exchange Com- 

mission conditionally approved the 
operation of the recently organized 
American Natural Gas Service Company 
as a subsidiary service company of the 
American Natural Gas Company holding 
company system. The service company 
will perform services at cost for associate 
companies upon request. The scope of 
the services to be rendered covers engi- 
neering, financial and regulatory, ac- 
counting, taxes, insurance and pensions, 
rates, purchasing, corporate services, and 
general advisory services. 

The principal officers of the subsidiary 
are also the principal officers of the hold- 
ing company and are, for the most part, 
officers or directors of the system compa- 
nies. Their salaries and expenses will be 
paid in the first instance by the service 
company and will be charged entirely to 
the holding company regardless of the 
time spent by the officers on subsidiary 
company matters. 

The commission pointed out that it 
had had occasion to construe the pro- 
visions of §§ 13(a) and 13(b) of the 
Holding Company Act in connection with 
earlier cases. In most cases it had held 
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Service Company Approved 


that no operating company should be 
charged or have allocated to it any por- 
tion of the salary or expenses of any 
person who was a holding company ofh- 
cer or employee, or whose functions re- 
lated primarily to the supervision of the 
holding company system and review of 
activities of operating companies, their 
officials, and staffs. It also ruled that each 
service company should confine itself to 
functions which the operating subsidi- 
aries cannot perform as efficiently and 
economically themselves. 

The fact that the compensation and 
expenses of the officers of the service 
company who also are officers of the hold- 
ing company are to be paid initially by 
the service company and charged entirely 
to the holding company raised a question 
under the commission’s announced prin- 
ciples. However, the commission held 
that since the holding company would 
ultimately bear the full cost of such offi- 
cers and their secretaries, this proposed 
method of payment was in substantial 
conformity with the requirements of § 13 
and related rules. Re American Nat. Gas 
Service Co. et al. (File No. 37-60, Re- 
lease No. 9625). 
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PROGRESS OF REGULATION 


Discriminatory Municipal Plant Charges for 
Extraterritorial Connections 


MUNICIPAL water plant was held by 
the Colorado commission to have 
improperly charged an extraterritorial 
customer a flat connection fee of $250, in 
addition to a $30 tap and service connec- 
tion charge. This fee was charged under 
an ordinance providing that all users 
outside the city should pay both fees. The 
property to be served was adjacent to the 
transmission main and no main exten- 
sion was necessary. Only the tap and 
service connection was required. 

The only evidence presented by the 
city to support its statement that all out- 
side users had paid approximately $250 
for a connection with the city water sys- 
tem was contracts between it and three 
groups of customers outside the city 
limits for the construction of distribution 
lines outside the city. These agreements 
merely provided for arrangements be- 
tween the outside customers and the city 
whereby the customers would pay for in- 
stalling the line and the city would re- 
pay to the original contributing cus- 
tomers a pro rata share of an established 
connection charge to be made to new cus- 
tomers coming on the line after its con- 
struction. There was a time limit after 
which the city would own the line free 
and clear and could add additional cus- 
tomers upon whatever basis it wished. 
These time limits have passed. 

In the present case there was no con- 
struction charge to be borne by the city 
or the customers. The commission held 
that the $250 water connection charge 
was clearly an arbitrary charge in the na- 
ture of a penalty not based on need, cost, 
or any other legal basis. It ruled that the 


customers in this case were being dis- 
criminated against merely because they 
reside outside the city, on the basis sole- 
ly that some other customers on some 
other lines had once paid for the cost of 
construction of those lines. 

The commission’s rules provide that 
municipal utilities may charge 50 per 
cent of the actual cost of the tap or serv- 
ice connection, or that they may make 
the same charges to outside users as they 
make to customers inside their corporate 
boundaries. If the city is charging its cus- 
tomers inside the city the full actual cost 
of their tap and service connections, it 
may do the same as to outside customers. 
If, however, the tap and service connec- 
tion charges to city residents are based 
on some other method of calculation, the 
tap and service connections to customers 
outside the city must be based on 50 per 
cent of the actual cost, or on the basis 
used for city customers. In any event, 
the commission held that the flat $250 
connection fee was illegal and unauthor- 
ized. 

The commission said that in spite of 
the fact that there are service extension 
contracts between the city and its outside 
water customers regarding the rights 
and duties of the city in respect to re- 
funding charges to new customers and 
providing for an expiration time on the 
refunding period, the practice of a city 
when acting as a public utility outside 
a city limits is governed by the rules of 
the commission and cannot be based on 
a contract in conflict with those rules. 
Re Loveland Municipal Water Works 
(Case No. 4962, Decision 34625). 


e 


Protest against Award of Radio License Must Show 
Service Area Impingement 


HE United States Court of Appeals 
for the District of Columbia dis- 
missed the appeal of a radio station li- 
cense holder from a decision of the Fed- 
eral Communications Commission grant- 
ing without hearing the application of a 
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broadcasting company for a construction 
permit to erect a new station. 

The court pointed out that the station 
had no right to intervene in the proceed- 
ing, since it did not assert any threatened 
impingement of its service area. As it had 
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no right to intervene, it was not a party 
entitled to appeal from the commission 
decision. WJR, The Goodwill Station v. 


Federal Communications Commission 
(Coastal Plains Broadcasting Co., Inter. 
vener) 178 F2d 720. 


e 


Other Important Rulings 


HE Colorado commission deviated 

from its policy of requiring gas 
utilities to keep their capital structure 
as close to a fifty-fifty ratio as possible 
when it authorized a gas company to 
issue first mortgage bonds resulting in a 
debt ratio of 61.95 per cent. The issu- 
ance was necessary to finance the cost of 
necessary additions and improvements 


and the unfavorable capital ratio could" 


be corrected in the future. Re Greeley 
Gas Co. (Application No. 10445, Deci- 
sion No. 34468). 


A proceeding by one railroad to re- 
quire another line to refrain from un- 
lawfully discriminating against it in the 


matter of rates and switching service 
was dismissed by the Texas Court of 
Civil Appeals for the reason that the mat- 
ter was one which had been expressly 
delegated to the commission by the leg- 
islature. Texas & N. O. R. Co. v. Hous- 
ton Belt & Terminal R. Co. 227 SW2d 
610. 


The New York commission revoked 
the operating certificate of an omnibus 
line, which had been operating in a city 
under a local consent, when it was shown 
that the city had revoked its consent for 
failure of the operator to comply with 
conditions imposed by the city. Re Beach 
Transit Corp. (Case 13509.) 
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SECURITIES AND EXCHANGE COMMISSION 


Re The Columbia Gas System, 
Incorporated 


File No. 70-2328, Release No. 9730 
March 13, 1950 


E¥ineee i by holding company relating to amendment of 


certificate of incorporation to limit preémptive rights of 
stockholders and to authorize preferred stock; approval granted. 


Security issues, § 123.1 — Limitation on preémptive rights — Submission of pro- 
posal to stockholders. 

1. A holding company should be permitted to submit to stockholders a 
proposal to amend its certificate of incorporation so as to permit the sale 
for cash of shares of common stock by a public offering or an offering of 
such shares to or through underwriters or investment bankers who agree 
to make a public offering without being required to offer such shares first 
to its own common stockholders, in order to permit flexibility for the 
handling of emergency problems of common stock financing, notwithstand- 
ing the Commission’s view that common stockholders should normally 
have the opportunity tc buy whatever additional shares of common stock 
are offered by their corporation, p. 2. 


Security issues, § 96 Authorisation of preferred stock — Submission of pro- 
posal to stockholders. 
2. A holding company should be permitted to submit to stockholders a 
proposal to amend the certificate of incorporation to authorize preferred 
stock, so that the company will be in position to issue such stock if issuance 
becomes necessary, in view of the fact that preferred stock can be issued 
only after a further declaration with respect thereto has been filed with the 
Commission and permitted to become effective in accordance with the 
standards of § 7(c)(2) of the Holding Company Act, 15 USCA § 79g 


(c)(2), p. 3. 
¥ 
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By the Commission: The Colum- 
bia Gas System, Inc., (“Columbia”), 
a registered holding company, has filed 
a declaration, and amendments there- 
to, pursuant to the provisions of §§ 6, 
7, and 12 (e) of the Public Utility 
Holding Company Act of 1935, 15 
USCA §§ 79f, 79g, 791 (e), and Rule 
U-62 promulgated thereunder, with 
respect to the following proposed 
transactions : 

Columbia’s_ presently authorized 
capital consists of 30,000,000 shares 
of common stock without par value, 
of which 14,798,174 shares are pres- 
ently outstanding. Columbia pro- 
poses to amend its certificate of incor- 
poration so as to reclassify and change 
500,000 shares of unissued common 
stock without par value into 500,000 
shares of unissued preferred stock, $50 
par value. 

[1] Columbia also proposes to limit 
the present preémptive rights of its 
common stockholders by amending its 
certificate of incorporation so as to 
permit the sale for cash of shares of 
common stock by a public offering or 
an offering of such shares to or 
through underwriters or investment 
bankers who shall have agreed to make 
a public offering of such shares with- 
out being required to offer such shares 
first to its own common stockholders. 

The proposed amendments to the 
certificate of incorporation will require 
the approval of a majority of the com- 
mon stockholders of Columbia and 
will be voted on by such stockholders 
at the annual meeting to be held on 
April 27, 1950. In connection there- 
with Columbia proposes to solicit 
proxies from its common stockholders 
and has filed with the Commission a 
copy of the proxy and proxy state- 
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ment which it proposes to send to its 
stockholders. 

A common stockholder of Columbiafiip. 
objected to that part of the propos; 
which provides for an amendment t 
the certificate of incorporation limit 
ing the present preémptive rights of 
the stockholders. He originally te 
quested a hearing with respect to thi 
matter, but thereafter asked that ; 
memorandum containing his views be 
accepted in lieu of such hearing. Wi 
agreed with this request and such ; 
memorandum was submitted. 


The arguments advanced again 
the proposal to alter the preémptiv 
rights of stockholders may be general 
ly summarized as follows: (1) the 
proposed change will take away a vest 
ed right which the stockholder now 
has by contract; (2) the act imposes 
a duty to require as a matter of policy 
that strict preémptive rights be ac 
corded stockholders ; and (3) the pro- 
posal in any event is not a proper one 
for submission to stockholders, sino 
stockholders cannot be depended on to 
exercise an intelligent judgment in 
voting upon the issue even though 
furnished with adequate information. 

He does not argue that the stock- 
holders may not under the present 
charter provisions give up, or, as is 
here proposed, alter the preémptive 
rights now possessed. The only ques- 
tions are, therefore, whether the act 
requires a policy of strict preémptive 
rights regardless of the stockholders’ 
desires indicated by a proper vote or 
whether it permits some lesser priv-@i 
ilege and, if the latter, whether the 
proposal here under consideration is 4 
proper one for submission to stock- 
holders. 

We believe that the company’s pro- 
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Mosal may properly be submitted to 
stockholders. However, our action in 
iampermitting the declaration herein to 
become effective should not be con- 
srued as changing in any way our 
iew that common stockholders should 
ormally have the opportunity to buy 
whatever additional shares of common 
stock are offered by their corporations. 
amit is, and has long been, our opinion 
dmthat when holding companies and pub- 
lic utility companies subject to our ju- 
amrisdiction sell additional shares of 
common stock, their own interests, as 
well as the interests of their common 
stockholders are, absent special cir- 
cumstances, best served by allowing 
common stockholders the right to pur- 
chase their proportionate shares of the 
new issue. It has been our experience 
that, in so far as the corporation it- 
self is concerned, savings in expenses 
mare made possible by direct sales to its 


own stockholders, tending to offset, 
at least in part, the discounts below 
current market price which are fre- 
quently involved in order to make 


exercise of the rights attractive. 
Techniques have been developed by 
Columbia itself,* as well as by other 
-Mcorporations,® to ensure that at least 
under favorable market conditions the 
corporation will have reasonable as- 
surance that a rights offering at a fair 
price will result in a successful finan- 
ting. However, there have been and 
may in the future be situations in 
which the length of time necessarily 
reyuired for a preémptive rights offer- 
ing to stockholders may involve a seri- 
ous risk of an unsuccessful offering, at 


a time when funds are urgently need- 
ed. The cost of underwriting a pre- 
émptive rights offering during un- 
settled market conditions may be 
excessive, and the risk of failure 
without an underwriting dangerous to 
the financial position of the company. 
A rigid requirement of preémptive 
rights in all circumstances leaves no 
leeway for meeting such problems. 

In accordance with the provisions 
of many other charters which we have 
approved in recent years, the certifi- 
cate of incorporation, as amended, 
would require a preémptive rights of- 
fering of new shares unless the shares 
are offered publicly, in which event a 
rights offering to stockholders would 
be permitted but not required. In our 
judgment, the flexibility for the han- 
dling of emergency problems of com- 
mon stock financing afforded by the 
proposed charter amendment is not in- 
appropriate. 

[2] With respect to the proposal to 
amend the certificate of incorporation 
to authorize preferred stock, it should 
be clearly understood that while we 
believe it desirable that the company 
be in a position to issue such stock if 
such issuance becomes necessary, and 
even though the necessary vote of 
stockholders is obtained, preferred 
stock can only be issued after a fur- 
ther declaration with respect thereto 
has been filed with this Commission 
and permitted to become effective. In 
determining the issues presented by 
such a declaration, we would be guided 
by the standards of § 7 (c) (2) of the 
act requiring findings that the pre- 





1Re Columbia Gas System (1948) Holding 
Company Act Release No. 8563; Re Columbia 
Gas System (1949) Holding Company Act 
Release No. 9107. 


2Re General Pub. Utilities Corp. (1949) 
Holding Company Act Release No. 8924, 81 
PUR NS 222; Re General Pub. Utilities Corp. 
oy? Holding Company Act Release No. 
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ferred stock is for necessary and ur- 
gent corporate purposes, that the is- 
suance of another type of security 
would impose an unreasonable burden 
upon the company, and that such is- 
suance met the other applicable re- 
quirements of the act. 

Said declaration having been filed 
on February 13, 1950, the last amend- 
ment thereto having been filed on 
March 10, 1950, and notice of said 
filing having been duly given in the 
form and manner prescribed by Rule 
U-23 promulgated pursuant to said 
act; and 


The Commission finding with re. 
spect to said declaration that the re. 
quirements of the applicable provisions 
of the act and rules thereunder are sat- 
isfied, and deeming it appropriate in 
the public interest and in the interest 
of investors and consumers that the 
said declaration be permitted to be. 
come effective: 

It is ordered, pursuant to Rule U- 
23 and the applicable provisions of 
said act, that the said declaration be, 
and hereby is, permitted to become ef- 
fective forthwith subject to the terms 
and conditions prescribed in Rule U- 
24. 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Washington Gas Light Company 


Order Nos. 3600, 3604, P.U.C. No. 3495, Formal Case No. 389 
November 9, 1949; rehearings denied November 23, December 14, 1949 


PPLICATION by gas company for authority to increase rates; 
A increased rates authorized. Application by appliance deal- 
ers for further hearing denied November 23, 1949, and applica- 
tion by Federation of Citizens Associations for reconsideration 

denied December 14, 1949. 


Valuation, § 270 — Land — Excess over cost. 
1. An increase in the value of land over its original cost does not represent 
investment to be included in a rate base even though it may have been 
a part of the rate base under an abandoned sliding-scale arrangement, 


p. 11. 


Valuation, § 202 — Unrecovered cost of abandoned property—Gas changeover. 
2. The unrecovered cost of property abandoned because of a changeover 
from mixed to natural gas is properly includible in the rate base when 
depreciation accruals, prescribed and limited by the Commission, are in- 
sufficient to provide for retirement of such property, p. 12. 


Valuation, § 168 — Gas conversion cost. 


3. The unamortized portion of cost incurred by a gas company in adapting 
customers’ appliances to the use of straight natural gas should be included 
in the rate base, and a return allowed thereon during the period of amortiza- 
tion, where the amount is so large that it cannot be charged to operating 
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expenses in the year expended without serious impact upon rates, since the 
amount required to convert appliances for use of natural gas represents 
cash working capital used in customer service, p. 13. 


Apportionment, § 30 — Promotion expenses — Related gas companies. 


4. Allocation of sales promotion expenses between jurisdictions, where 
related companies maintain a single organization for promotion, is not 
accurate when based on therms of gas sold, nor is it accurate when based 
upon the so-called increase-in-meters method, under which the promotional 
activities occur well in advance of the time of actual installation of the 
meter; but such cost should be based on an actual time sheet distribution, 


p. 14. 
Apportionment, § 6 — Cost of merchandising department — Incremental theory. 


5. The incremental theory of allocating costs to the merchandising and 
jobbing department of a gas company, allocating to that department only 
those costs which would not be incurred if the company were not in the 
merchandising business, should be discarded and replaced by an allocation 
method which would equitably apportion costs between the gas business 
and the merchandising business in all cases where such costs relate to both 
types of activities, p. 16. 


Expenses, § 25 — Amortization of conversion cost — Change from mixed to natural 
gas. 

6. A 10-year period for amortization of conversion cost, extraordinary prop- 

erty loss, and accelerated depreciation by a company changing from mixed 

to natural gas was held to be appropriate for rate making as well as for 


accounting purposes, p. 19. 


Rates, § 384 — Natural gas — Classes of service. 
7. Separate schedules for domestic and commercial and industrial gas 
service should not be perpetuated where there is little difference between 
these schedules; and where service rendered under the wholesale apartment 
house schedule does not differ materially from service to large commercial 
and industrial users, there is no sound reason for retaining a separate 
schedule for wholesale apartment house business, p. 21. 


Rates, § 308 — Reconnection fee — Natural gas company. 


8. An increase in the reconnection fee of a natural gas company from $1.50 
to $2 was approved, p. 21. 


Service, § 188 — Extensions — Customer cost — Gas. 

9. Substitution of a charge of one dollar per foot for a schedule of varying 
rates, depending upon location and size of pipe, for installation of service 
pipe in excess of the length installed by a gas company without cost to the 
customer was approved; and approval was granted for the reduction of 
the length of service pipe to be installed without cost to the customer from 
125 feet to 115 feet, with a change of measurement from the property line 
instead of the curb line, with the result that for all practical purposes the 
actual length of service to be installed by the company would remain un- 
changed, p. 21. 


Return, § 101 — Natural gas utility. 


10. A return of less than 4 per cent for a natural gas company is obviously 
inadequate to maintain the company in a sound financial position, p. 22. 
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Rates, § 645 — Scope of proceeding — Gas utility — Interests of appliance dealers, 
11. Practices of gas appliance dealers and their efforts to force a gas com- 
pany to abandon its sale of gas appliances not only bear no relation to the 
reasonableness of rates for gas service, but are matters not within the 
jurisdiction of the Commission, p. 24. 


APPEARANCES: John O’Dea, Peo- 
ple’s Counsel, Vernon E. West, Gen- 
eral Counsel, and Lloyd B. Harrison, 
Special Assistant Corporation Coun- 
sel, for the Commission; Stoddard M. 
Stevens and C. Oscar Berry, appear- 
ing for Washington Gas Light Com- 
pany; Charles M. Dinneen and John 
J. Kirby, General Services Adminis- 
tration, appearing for the United 
States of America; William A. Rob- 
erts and Robert E. McLaughlin, of 
Roberts and McInnis, appearing for 
Gas Consumers and Independent Ap- 
pliance Dealers, and together with 
Dillard Stokes, for District of Colum- 
bia Industrial Union Council, CIO; 
John H. Connaughton, appearing for 
the Federation of Citizens’ Associa- 
tions; Mrs. Edward B. Morris, ap- 
pearing for Fort Davis Citizens’ As- 
sociation. 


By the CoMMISSION : 
Nature of Proceeding 

On July 14, 1949, the Washington 
Gas Light Company (hereinafter re- 
ferred to as the “Company’’) filed an 
application with this Commission for 
an emergency increase of its rates to 
produce additional operating revenues 
of $900,000 in the aggregate on an an- 
nual basis, the over-all effect of which 
would be an increase of approximately 
7 per cent. 

In support of its application, the 
Company stated that the additional 
revenues requested are needed to en- 
able the Company to comply with its 
obligation “to furnish service and fa- 
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cilities reasonably safe and adequate.” 
The application sets forth that rey- 
enues derived from the rates now in 
effect are not sufficient to pay all of 
the costs of operation and to provide 
an adequate return on the property 
used in supplying gas to customers. It 
is further stated that the rate of re- 
turn realized by the Company from its 
sales to District of Columbia custom- 
ers has declined from approximately 
6 per cent in 1941 to approximately 
3.25 per cent in the current year; and 
that after adjusting for normal tem- 
peratures, to offset the adverse effect 
of the mild weather during the heat- 
ing season of 1948, 1949, the current 
return would not exceed 3.68 per cent. 

After appropriate notice, formal 
public hearings were held on July 28, 
August 30 and 31, September 19, 20, 
21, 22, 23, 26, 27, and 29, and Octo- 
ber 10 and 11, 1949. 

Petitions for leave to intervene were 
filed by the United States of America, 
through the General Services Admin- 
istration, Bureau of Federal Supply 
(the Government), and by the Gas 
Consumers and Independent Appli- 
ance Dealers (Appliance Dealers). 
Both petitions were granted. 

In addition to people’s counsel, and 
counsel appearing for the Company, 
the Commission, and the interveners, 
appearances were noted for the Public 
Utilities Committee of the Federation 
of Citizens’ Associations, the District 
of Columbia Industrial Union Coun- 
cil, CIO, the Fort Davis Citizens’ 
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Association, and the Restaurant 
Beverage Association of Washing- 
ton. 

The Company’s testimony on the re- 
sults of operation was presented by its 
comptroller, Otis H. Ritenour. Com- 
pany testimony on rate schedules was 
presented by its vice president, How- 
ard B. Noyes, and rate engineer, 
Stephen S. Mason. The Commission 
witness was V. A. McElfresh, execu- 
tive accountant and auditor. James 
K. MacIntosh was the witness for the 
Government and George Harbaugh 
and George Webster were witnesses 
for the Appliance Dealers. 


Description of the Company 

The Washington Gas Light Com- 
pany distributes and sells straight nat- 
ural gas in the District of Columbia. 
Its wholly owned subsidiaries, the 
Washington Gas Light Company of 
Maryland, Inc. (Washington Mary- 
land Company) and the Rosslyn Gas 
Company (Rosslyn Company) also 
distribute and sell straight natural gas 
in near-by areas of Maryland and Vir- 
ginia. The rates charged for gas serv- 
ice in these latter areas are fixed by 
the Public Service Commission of 
Maryland and the State Corporation 
Commission of Virginia, respectively. 
The Company purchases natural gas 
from the Atlantic Seaboard Corpora- 
tion. This gas is delivered to the 
Company from a 20-inch pipe line ex- 
tending from Boldman, Kentucky, to 
Coatesville, Pennsylvania, at Rock- 
ville, Maryland, and Dranesville, Vir- 
ginia, through transmission pipe lines 
owned by the Company’s_ wholly 
owned subsidiaries, Prince George’s 
Gas Corporation and Potomac Gas 
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The Com- 
pany in turn sells natural gas to its 
Maryland and Virginia subsidiaries at 
wholesale rates filed with the Federal 


Company, respectively.’ 


Power Commission. For a consid- 
erable period of time prior to 1946, 
the Company distributed and sold a 
mixed natural and water gas. The 
water gas was manufactured at two 
plants commonly known as East and 
West Stations. During the fall of 
1946, the change-over to straight nat- 
ural gas was effected in the territory 
served by the Maryland and Virginia 
subsidiaries of the Company and, in 
1947, the change-over was made in 
the District of Columbia. Upon com- 
pletion of the change-over, West Sta- 
tion was abandoned, and East Sta- 
tion was converted to manufacture a 
high stu oil gas suitable for mix- 
ing with or substitution for natural gas 
in order to provide standby service and 
for peak-shaving purposes. 


Results of Operations 


a. Company Testimony 

As previously indicated, the actual 
conversion from the use of mixed gas 
to straight natural gas was accom- 
plished just prior to the heating season 
of 1947, 1948 (comprising the months 
of October, 1947, to April, 1948, in- 
clusive). 

Results of operations within the 
District of Columbia since the time of 
conversion have been presented by the 
Company in this proceeding, for the 
calendar year 1948, and also for the 
twelve months’ period ended May 31, 
1949. The data for each of these pe- 
riods are set forth below: 





1 There is also involved approximately 13,000 
feet of transmission line owned by Rosslyn Gas 
Company. 
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12 Months 
Calendar Ended 
Year 1948 5/31/49 
Operating Revenues 


Sales of Gas to Con- 
$12,346,861 $11,954,230 
Other 


Revenues 143,846 162,281 





Total Operatin 


& 
Revenues - $12,490,707 $12,116,511 








Operating Expenses 
Operation— 
Production 
Gas Purchased for 


$339,432 


3,266,162 
1,495,570 


852,345 
446,153 


1,229,124 
$7,628,786 


$232,477 


3,164,425 
1,494,644 


886,222 
456,011 


1,279,994 
$7,513,773 


Distribution 
Customer g. 
and Collecting 
Sales Promotion 
Administrative and 
General 





Total Operation 





Maintenance— 


Production 
Distribution 
General Property 


Total 


$140,393 
717,208 
55,956 


$118,299 
863,070 
60,094 





Mainte- 


$913,557 $1,041,463 





Amortization of Nat- 
ural Gas Conver- 
sion 

Depreciation 

Property 
Chargeable to Op- 
erations 


$303,600 
871,862 


$305,100 
884,110 


197,664 204,390 





Total Amortiza- 
tion and De- 
preciation ... $1,373,126 


$637,828 


$1,393,600 
$655,975 


484,725 355,482 
67,700 49,900 


$1,190,253 $1,061,357 





General Taxes 
Federal 

Taxes 
Other Income Taxes 





Total Taxes ... 





Total Operat- 
ing Expenses $11,105,722 $11,010,193 








Net Operating Reve- 
$1,384,985 $1,106,318 


In connection with his testimony on 
the results of operations, the Company 
witness also testified as to the average 
investment of the Company during the 
two periods covered. The record 
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shows that the average investment 


that the net operating revenues of $1, 
384,985 provided a return of 4.25 per 
cent on such average investment. Fur. 
ther, for the period of twelve months 
ended May 31, 1949, the average in- 
vestment amounted to $32,779,172. 
The net operating revenues of $1, 
106,318 for this period provided a re- 
turn of 3.38 per cent. 

The average investment for the 
twelve months ended May 31, 1949, 
was developed as follows: 

Gas Plant in Service 
Extraordinary Property Losses 
(Net) 


Natural Gas Conversion Costs ... 
Materials and Supplies 


2,777 426 
1,002,609 


$39,265,302 


Less—Contributions 
Construction 


$1,641,252 


$37,624,050 
484,878 


$32,779,172 


It is pertinent to note that the aver- 
age investment set forth above in- 
cludes an allocated portion of the dif- 
ference between original cost and the 
1932 appraised value of land. This 
item will be discussed further in a 
succeeding section of these findings. 

As the Company sells gas at whole- 
sale to its two distributing subsidi- 
aries, allocations of revenues, ex- 
penses, and investment are necessary 
to determine the portion of income and 
investment related to the retail sale of 
gas in the District of Columbia, and 
such allocations are reflected in the 
foregoing statements of income, in- 
vestment, and return. The Company's 
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witness explained that the principal al- 
locations involved related to gas sup- 
ply and standby production facilities, 
and that such items, both expenses 
and investment, were allocated by the 
use of a factor developed by relating 
the therms of gas sold to subsidiary 
companies to the total gas send-out 
for the system. 


b. Commission Testimony 

The Commission’s witness testified 
that the net operating revenue of the 
Company during the twelve .months 
ended May 31, 1949, amounted to $1,- 
194,396.11, and the weighted rate base 
for that period amounted to $32,240,- 
198.76. This indicates a return earned 
of 3.70 per cent. Both income and 
rate base figures relate only to the sale 
of gas within the District of Columbia. 
The methods of allocating investment 
and expenses applicable to the sale of 
gas at wholesale to the subsidiary com- 
panies were explained in detail by the 
Commission’s witness. There is little 
difference in the items allocated by the 
Commission’s witness and those allo- 
cated by the Company’s witness, but 
the former developed his allocation 
factor by relating the therms of gas 
sold at retail by the two distributing 
subsidiaries of the Company to the to- 
tal therms of gas sold at retail by all 
three companies. This method, the 
Commission’s witness explained, as- 
sumes an equal line loss and an equal 
billing lag on all three companies, 
whereas the method used by the Com- 
pany’s witness lodges all of the billing 
lag in District operations. The prin- 
cipal allocation factor used by the 
Commission’s witness was 31.60 per 
cent, which compares with a principal 
factor of 31.16 per cent used by the 
Company’s witness. 


Net operating revenues of $1,194,- 


396.11 were developed by the Commis- 
sion witness as follows: 


Operating Revenues: 


« Sales to Customers 
Sales to Subsidiary Companies 
Other Operating Revenues .. 168,697.84 


$12,122,928.57 


Operating Revenue Deductions: 


Operation and Maintenance 
Expenses : 
Production and Storage: 

East, West, K Street and 
Chillum Stations 

Natural Gas Purchased 
for Resale 

Purchased Gas Expense 


3,144,198.72 
16,205.85 


$3,492,732.65 


Distribution : 

Pumping and Regulat- 
ing Structures and 
Equipment in 
tions $ 

Other Distribution 2,302,803.34 


$2,357,368.14 


Customers’ Accounting 
and Collecting Ex- 
penses 

Sales Promotion 

342,561.19 

Administrative and Gen- 

eral Expenses 1,333,027.15 

Total Operation and 
Maintenance Ex- 
penses $8,411,910.74 

Amortization of Natural 
Gas Conversion Costs 


$303,600.00 


Depreciation and Amor- 
tization of Plant: 
Normal Depreciation $557,598.06 
Accelerated Deprecia- 
tion 326,343.95 
Amortization of Ex- 
traordinary Property 
Losses 199,526.53 
Total Depreciation 
and Amortization $1,083,468.54 


Taxes: 
General Taxes 
Federal Income Taxes 
D. C. Income Taxes .. 


Total Taxes 


$656,382.61 
411,649.96 
61,520.61 
$1,129,553.18 
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Special Provision for 
Conversion to Nat- 
ural G 


Total Operating Rev- 
.- $10,928,532.46 


$1,194,396.11 


enue Deductions 


Net Operating Revenues 


The weighted rate base of $32,240,- 
198.76, as developed by the Commis- 
sion witness, embraces the following 
items which reflect the deduction of 
applicable book reserves and the 
allocation of certain items used in 
furnishing gas to subsidiary com- 
panies : 


Washington Gas Light Company 
Plant to be abandoned: 
es ee. pump- 
ing and regulating equip- 
$3,000,717.47 


Plant to be retained: 
Production, storage, pump- 
ing, and regulating equip- 
ment, including transpor- 
tation equipment, in use at 
production plants 
Natural gas supply lines in 
D. C 


1,340,381.94 


494,977.42 
16,988, 182.69 
2,957,808.50 


Total Washington Gas 


Light Company $24,782,068.02 


Prince George’s Gas Corporation 
Storage, pumping anc regu- 
lating equipment 
Natural gas supply lines in 
Maryland 
Distribution mains 


$1,272,388.42 
336,216.33 


Total Prince George’s 
Gas Corporation 


Potomac Gas Company 
Natural gas supply line in 
Virginia from Dranesville 
to S. Filmore street and Lee 
boulevard 


Rosslyn Gas Company 
Natural gas supply line in 
Virginia from S. Filmore 
street and Lee boulevard to 
Key Bridge 


$310,052.74 


Total Gas Plant in Serv- 
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Advances for Construction .... $ 
Unrecovered cost of abandoned 
plant : 
West and East Stations 
Takoma Station 


*53,322.28 


Unamortized conversion cost .. $ 2,797,588,9) 
Materials and Supplies: 
Materials and supplies— 
general 
Production fuels 


* Denotes deduction. 


c. Interveners’ Testimony 


The Government witness testified 
that during the twelve months ended 
May 31, 1949, net operating revenues 
of the Company from the sale of gas 
to District of Columbia consumers 
amounted to $1,357,247, and that it 
provided a return of 4.89 per cent on 
a weighted rate base of $27,768,261. 
He arrived at these results by adjust- 
ing the income and rate base figures 
previously introduced by the Commis- 
sion’s witness to reflect the amortiza- 
tion of extraordinary property loss 
and conversion costs on a 15-year ba- 
sis instead of a 10-year basis, and also 
to reflect the depreciation of tempo- 
rary production facilities on a 15-year 
basis instead of a 10-year basis. This 
witness also excluded from the rate 
base developed by the Commission’s 
witness, the unrecovered cost of aban- 
doned plant and the unamortized con- 
version costs, in the respective 
amounts of $1,774,666 and $2,797,- 
589. Incident to the change from a 
10-year to a 15-year period, Federal 
and District of Columbia income taxes 
also were adjusted. However, it was 
brought out that this adjustment, in 
so far as it related to accelerated de- 
preciation and extraordinary property 
losses, was not proper by reason of 
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the fact that special treatment was 
given these items by the Internal Rev- 
enue Bureau and the District of Co- 
jumbia Income Tax Bureau, which 
would not be affected by a change from 
a 10-year to a 15-year amortization 
period. Giving effect to this correc- 
tion, operating revenues would be in- 
creased to $1,429,292, which, in turn, 
would increase the rate of return 
earned as calculated by the Govern- 
ment witness from 4.89 per cent to 
5.15 per cent. 

The appliance dealers’ witness Har- 
baugh presented a number of exhibits 
and some testimony relating to the op- 
erations of the Company during the 
calendar year 1948. Analysis of the 
exhibits and cross-examination of the 
witness clearly disclose that, unfor- 
tunately, his exhibits contained so 
many serious errors that the results re- 
flected thereon, and the testimony of- 
fered in support thereof, are of no 
value in the determination of the is- 
sues in this proceeding. 


d. General 

Certain items of investment and ex- 
pense involved in the determination of 
the return earned during the test year 
ended May 31, 1949, have been the 
subject of conflicting testimony by the 
various witnesses. In view of the im- 
portance of these items, they will be 
discussed in the immediately succeed- 
ing sections of these findings. 


Inclusion of Appraised Value of Land 
in Rate Base 

[1] In determining the average in- 
vestment during the twelve months 
ended May 31, 1949, the Company’s 
witness included in the item of Gas 
Plant in Service the difference be- 
tween the original cost of land and the 


1932 appraised value of land. The 
Commission’s witness excluded this 
difference in his development of the 
rate base set forth on Exhibit 19. The 
item in controversy represents the re- 
mainder of the difference between the 
original cost and the 1932 appraised 
value of land which was included in 
the original rate base established by 
Order No. 1458, dated December 13, 
1935, 11 PUR NS 469. This order 
prescribed the sliding-scale arrange- 
ment, which remained in effect until 
June 30, 1947. 

As a result of the prescription of a 
revised Uniform System of Accounts, 
effective January 1, 1940, it was nec- 
essary to reclassify the plant accounts 
of the Company in accordance there- 
with. In this reclassification the dif- 
ference between cost and value of land 
was segregated in total and deducted 
in arriving at the original cost of plant, 
but by reason of the provisions of the 
sliding-scale arrangement then in ef- 
fect, the primary accounts were un- 
disturbed. The original difference 
amounted to $1,055,549.52, and this 
amount was recorded on the books in 
Account 107—Gas Plant Adjust- 
ments, and in Account 100.1—Gas 
Plant in Service as a contra item la- 
beled “Adjustment to Derive Original 
Cost.” By reason of retirements and 
transfers to Miscellaneous Physical 
Property, the difference between the 
cost and the appraised value of land 
remaining in the primary plant ac- 
counts and in the contra account has 
been reduced to $618,391 as of May 
31, 1949. It is the latter amount, aft- 
er weighting changes during the year 
and after allocation to service outside 
the District of Columbia that is in 
controversy. 
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The only justification offered by the 
Company’s witness for treating this 
difference between cost and value as 
an investment was the fact that it was 
a part of the rate base under the now- 
abandoned sliding-scale arrangement. 
Obviously, an increase in the value of 
land over its original cost does not rep- 
resent investment, and in arriving at 
return on investment the inclusion of 
an item of this character in the rate 
base merely tends to understate the 
percentage of return actually earned. 
The Commission believes that the ad- 
justment made by the Commission’s 
witness was proper for the purposes of 
this proceeding. Furthermore, there 
does not now appear to be any sound 
reason for retaining this item on the 
Company’s books in the primary plant 
accounts. 


Unrecovered Cost 
Property 

[2] By reason of the change-over 
from mixed to natural gas in the lat- 
ter part of 1947, certain production 
facilities of the Company were aban- 
doned and certain facilities converted 
to the manufacture of a high Btu 
gas for standby and peak-shaving pur- 
poses. The original cost of property 
abandoned to May 31, 1949, amounted 
to $3,516,275. After giving effect to 
the portion of the depreciation reserve 
considered applicable to this property, 


of Abandoned 


to salvage recovered, and to amorti-, 


zation charges made to operations 
through May 31, 1949, the unre- 
covered balance at May 31, 1949, 
amounted to $2,337,407. After 
weighting and allocating this item, the 
portion applicable to the District, ac- 
cording to the Commission’s witness, 
was $1,774,665.84. The Company’s 
exhibit reflects an amount of $1,862,- 
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946 for the same item. The differ. 
ence is due partly to the weighting 
procedure and partly to the allo. 
cation factors used by the two wit- 
nesses. 


The witness for the Government 
excluded this item from the rate base 
entirely, giving as his reason the fact 
that the property is no longer used 
and useful for public service. He ex- 
pressed the opinion that the abandon- 
ment of this property was a result of 
a change in the gas art, and that it was 
one of the hazards of the business pro- 
vided for in the rate of return of 6 per 
cent allowed the Company. This wit- 
ness did not think it could have been 
provided for in depreciation accruals, 
although he admitted that, if the aban- 
donment had been foreseen, it should 
have been so provided for. In his de- 
termination of income, however, he 
provided for the recovery of the cost 
of this abandoned property as an op- 
erating revenue deduction. 


The Commission’s witness stated 
that, in his opinion, the extraordinary 
property loss was occasioned by inade- 
quate depreciation accruals in the past 
and that, inasmuch as such accruals 
had been generally prescribed and 
limited by this Commission, it was 
only fair and equitable, not only to 
permit the recovery of this investment, 
but to allow a return on it until it had 
been fully recovered. He further tes- 
tified that, in his opinion, under the 
investment theory of rate regulation 
the used and useful concept loses much 
of its significance and that an equitable 
balancing of the interest of investors 
and consumers requires that items of 
this character be treated as any other 
unrecovered investment whether in use 
or not now in use, provided that the 
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abandoned property had been used in 
furnishing utility service. 

There is‘no competent testimony in 
this record advocating the elimination 
of the amortization of the unrecovered 
cost of abandoned property from op- 
erating revenue deductions. 

The sole question for determination 
by this Commission is whether or not 
a return should be allowed on this 
item until it has been fully recovered. 
Obviously, the abandonment of this 
property was occasioned entirely by 
the conversion to natural gas. If it 
had been known by this Commission 
well in advance of the fact that this 
property would, of necessity, be retired 
in the year 1947, sufficient deprecia- 
tion should have been allowed to pro- 
vide for the retirement of such prop- 
erty. Since no such provisions were 
made, the conclusion is inescapable 


that the necessity for such an extraor- 
dinary abandonment was not, in fact, 
foreseen. 


It is obvious that, under present 
day concepts of depreciation, any fac- 
tor causing the retirement of property 
should, if at all possible, be taken into 
account in fixing depreciation accrual 
rates. The record is clear that. this 
was not done with respect to the prop- 
erty under consideration. It follows 
that the exclusion of this item from 
the rate base would deprive investors 
of a return on an investment original- 
ly made to furnish utility service 
which, by reason of inadequate depre- 
ciation accruals, was not fully re- 
covered at the time of abandonment. 
Therefore, the Commission finds and 
concludes that this item is properly 
includible in the rate base used 
in the determination of return 
earned. 


Conversion Costs 
[3] The change-over to natural gas 
made it necessary for the Company to 
spend approximately $3,000,000 to 
adapt all customers’ appliances to the 
use of straight natural gas. This in- 
volved the changing of burner ports 
and orifices. All competent witnesses 
in this proceeding agree that this cost 
is a proper operating revenue deduc- 
tion. By reason of the size of the 
amount, it is being amortized over a 
10-year period on the books of the 
Company. The length of the amorti- 
zation period will be dealt with sep- 
arately. The immediate issue is wheth- 
er or not the unamortized portion of 
the conversion costs should be includ- 
ed in the rate base and a return al- 
lowed thereon. Both the witness for 
the Company and the Commission wit- 
ness treated this item as an invest- 
ment on which a return should be al- 
lowed. The Commission’s witness 
stated that, in his opinion, this item 
represented capital invested to furnish 
service, and that it was no different 
from an investment in tangible prop- 
erty used in furnishing gas service. 
The witness for the Government, while 
recognizing the necessity for amorti- 
zation, expressed the opinion that the 
cost of conversion could in no way be 
considered as a capital item or a pru- 
dent investment. Under cross-exami- 
nation, however, he stated that work- 
ing capital, to the extent that it was 
furnished by investors, is as much en- 
titled to a return as an investment in 
tangible property. He could not, how- 
ever, satisfactorily answer the ques- 
tion why working capital, which is 
merely cash to be used for future op- 
erating expenses, should be allowed a 
return, when money actually spent in 
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the payment of operating expenses and 
not fully recovered should not be al- 
lowed a return. 

From the record in this case it is 
clear that the amount involved in con- 
verting customer appliances was so 
large that it could not be charged to 
operating expenses in the year expend- 
ed without serious impact upon rates 
charged consumers. It is also clear 
that it was necessary for the Company 
to provide the funds in order to make 
these expenditures. Certainly these 
funds cannot be secured from inves- 
tors without cost. The amount re- 
quired to convert appliances for use 
of natural gas represents cash working 
capital used in customer service. Cash 
so invested is part of the Company’s 
investment in the public service and is 
entitled to the same rate of return as 
any investment in property devoted to 
public use. Under these circum- 
stances, the Commission is of the opin- 
ion that it is only reasonable and equi- 
table to include the unamortized por- 
tion of these costs in the rate base and 
to allow a return thereon during the 
period of amortization. 


Allocation of Certain Sales Promotion 
Expenses to Subsidiary Company 

[4] One of the divisions of the sales 
department of the Company is known 
as the promotional division. The pri- 
mary function of this division is to 


promote the sale of gas in new con- 


struction. During the twelve months 
ended May 31, 1949, the total cost of 
this division, including direct super- 
vision, amounted to $91,079.20 for 
the Company and its two distributing 
subsidiaries, namely, Washington 
Maryland Company and _ Rosslyn 
Company. During the month of June, 
1948, all such salaries were charged 
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on the books of the Washington Com 
pany and prorated to the two sub 
sidiaries on the basis of therms of g; 
sold. From July, 1948, through May, 


1949, such costs were charged direct) 
on the books of each of the three com, 
panies. The Rosslyn Company main 
tained its own organization, and m 
question of allocation was involved 
A single organization, however, per- 
formed this work for both the Wash. 
ington Company and the Maryland 
Company, and the charges made on 
the books of these two companies, 
while made directly from a time sheet 
distribution, nevertheless approxi- 
mated the ratio of therm sales in the 
District and Maryland to the total 
therm sales in these two jurisdictions 
As a result, the total costs set forth 
above were apportioned among the 
three companies as follows: 





WD a cbdsnndecunsveasoen 
Washington Maryland 
Rosslyn 


eee eee ee eee eee eee eee ee 


The Company’s witness contended 
that the apportionment of these costs 
among the three companies on the ba- 
sis of therm sales in the three areas 
represented a reasonable allocation. 
The Commission’s witness, however, 
testified that, since the major activity 
of this division had to do with new 
construction, and that since new conr- 
struction in both Maryland and Vir- 
ginia was substantially greater than in 
the District, the therm sales basis did 
not produce a reasonable allocation. 
As for eleven months of the year, 
when the direct charges made on the 
books of the Rosslyn Company cov- 
ered the salaries. of the promotional 
salesmen working in that territory, 
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the witness made no adjustment to 


an adjustment in the amount of $29,- 
362.33, which resulted in a reduction 
of District expenses and an increase in 
the expenses of the Washington Mary- 
land Company. This adjustment was 
arrived at by determining the cost per 
meter of additional meters installed in 
the Rosslyn territory during the 
twelve months ended May 31, 1949, 
and applying this cost per meter to the 
increase in meters in the Maryland ter- 
ritory; and by deducting from the re- 
sulting amount the charges actually 
recorded on the Maryland books under 
the method used by the Company. Us- 
ing the Commission witness’ method 
of allocating these costs, the total 
amount involved would be apportioned 
as follows : 

$19,497.51 


44,232.95 
27,348.74 


$91,079.20 


Washington 
Maryland 
Virginia 


The revised District of Columbia 
figure represents a cost of $9.35 per 
meter installed in the District during 
the twelve months ended May 31, 
1949, compared with the actual cost 
of $8.59 in Rosslyn, which was the 
figure used in arriving at the revised 
Maryland figure. The witness stated 
that while he believed this method to 
be reasonable for the purposes of this 
proceeding, he would not advocate its 
adoption for future use in apportioning 
costs of this character among the 
three jurisdictions. He did, however, 
express the opinion that a change 
should be made in the present proce- 
dure and recommended that a direct 
time sheet allocation, representing the 


employees’ best estimate of the time 
spent between the two jurisdictions, 
be adopted. 

The allocation of costs between ju- 
risdictions always presents a difficult 
problem, and, in the case of promo- 
tional expenses, it is doubly difficult 
by reason of the absence of definite 
yardsticks to measure the results ac- 
complished. 

It does not appear that either the 
therm-sales basis used by the Com- 
pany’s witness or the increase-in-me- 
ters method used by the Commission’s 
witness produces results which can be 
relied upon with any degree of cer- 
tainty. By reference to Exhibit 23, it 
appears that during the month of June, 
1948, the use of the therm-sales ratio 
resulted in an inadequate charge to 
the Rosslyn Company in comparison 
with the actual costs incurred during 
the eleven months of the year ended 
May 31, 1949. To elaborate, on a 
therm-sales basis, Rosslyn was charged 
with approximately 10 per cent of the 
costs of the promotional division for 
all three companies during the month 
of June, 1948. The costs of Rosslyn’s 
promotional division on an actual ba- 
sis for the eleven months ended May 
31, 1949, amounted to approximately 
32 per cent of the costs of the promo- 
tional divisions for all three com- 
panies. 

The increase-in-meters method may 
also produce distorted results between 
the two jurisdictions by reason of the 
fact that the activities of the promo- 
tional division occur well in advance 
of the time of the actual installation of 
the meter. In view of the foregoing, 
the Commission believes that the 
amount charged the Maryland Com- 
pany is well below a_ reasonable 
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amount, but it is not convinced that 
the adjustment made by the Commis- 
sion’s witness is sufficiently well sup- 
ported to justify its unqualified ac- 
ceptance. In the final conclusion, 
recognition will be given to the fact 
that expenses of the promotional di- 
vision charged to District of Columbia 
operations are well in excess of a rea- 
sonable amount. 

As to the future treatment of these 
costs, the Commission is firmly con- 
vinced that the therm-sales basis of al- 
location should be discarded and re- 
placed by an actual time sheet dis- 
tribution of costs of this character. 
This conclusion is adequately support- 
ed by the comparison of the two meth- 
ods cited above with respect to the 
Rosslyn Company. 


Allocation of Costs to Merchandising 
and Jobbing 

[5] The Company, in addition to 
selling gas, is also engaged in the sell- 
ing of gas appliances, which is general- 
ly referred to as the merchandising 
and jobbing activity of the Company. 
Prior to 1931, any losses sustained 
from this activity were charged to the 
sales promotion expenses of the gas 
business. Since 1931, the Company 
has been required, as a result of the 
issuance of Commission Order No. 
900, PUR1931B 436, to segregate the 
revenues and the costs of its merchan- 
dising activities from expenses related 
to the gas business. Order No. 1846, 
effective January 1, 1940, rescinded 
Order No. 900, but provided that rev- 
enues and expenses pertaining to mer- 
chandising and jobbing should con- 
tinue to be treated separate and apart 
from the gas business of the Company. 
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This was done by requiring that Ac. 
count 520, a nonoperating income ac. 
count, be used to record revenues and 
expenses of merchandising and _job- 
bing. 

In the conduct of a regulated ac. 
tivity and an unregulated one by a 
single corporate entity, it is inevitable 
that certain costs will be incurred 
which relate to both activities; and it 
is, therefore, necessary to resort to 
some allocation procedure. It is the 
method of allocation and its effect on 
income for the period under considera- 
tion that is at issue in this proceeding, 
Furthermore, the issue is not new, as 
it was raised and disposed of in For- 
mal Case No. 316, which covered the 
results of operations under the sliding- 
scale arrangement during the test year 
ended June 30, 1942. 


The Company has consistently used 
what may be termed the incremental 
theory of allocation in arriving at costs 
applicable to the merchandising de- 
partment. By that it is meant that 
only those costs which would not be 
incurred if the Company were not 
in the merchandising business are 
charged to that activity. The Com- 
mission’s witness in this case, as in 
Formal Case No. 316, 46 PUR NS 
1, 45, 50, made substantial adjust- 
ments covering retail salesmen’s sal- 
aries and advertising. In this case, 
he also made adjustments to charge 
the merchandising activities for the 
rental of space used for the displaying 
of appliances in the general office 
building and a portion of the salaries 
of general officers and executives. The 
adjustments made are tabulated be- 
low: 
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Estimated rental charge for space in 
general office building, 11th and 
H streets, N. W., used for the 
display of appliances 

Estimated retail salesmen salaries 
and expenses and related super- 
visory costs 

Costs incurred in advertising specif- 
ically the sale of gas appliances 
by the Washington Gas Light 
Company 

Estimated advertising salaries re- 
lated to specific advertising of 
appliances 

Estimated portion of general officers 
and executive salaries applicable 
to merchandising and jobbing ... 


$6,417.53 


67,439.35 


12,060.92 
4,586.79 


4,682.63 


Other adjustments relating to pen- 
sions costs, group insurance, and Dis- 
trict of Columbia and Federal income 
taxes were also made, but these items 
are not in dispute. The basis for mak- 
ing each of the adjustments set forth 
above was fully explained by the Com- 
mission’s witness in the presentation 
of Exhibit No. 20, but it was pointed 
out that the adjustments as proposed 
for this proceeding would not neces- 


sarily, in all cases, be practicable for 


routine accounting purposes. It was 
stated that the basis of allocation upon 
which the above adjustments were 
premised was the fact that the Com- 
pany was engaged in two separate 
businesses and that all costs common 
thereto should be allocated on some 
equitable basis. 

Considerable testimony was pre- 
sented by the witness for the appliance 
dealers on the question of costs appli- 
cable to merchandising and jobbing, 
but, for reasons heretofore stated, the 
testimony of this witness is not con- 
vincing. 

The major point at issue on this 
matter is the effect of the incremental 
theory of allocation of certain costs to 
merchandising and jobbing upon the 
income of the Company from its gas 
operations during the period under 


[2] 


consideration. There is also involved 
the question whether or not the use of 
the incremental theory is in compliance 
with the provisions of Order No. 1846 
and the Uniform System of Accounts 
prescribed by that order. It follows 
that if the incremental theory is in con- 
flict with the provisions of Order 
No. 1846 and the System of Accounts, 
the income from gas operations pre- 
sented by the Company is under- 
stated. 

Paragraph (d) of § 1 of Order No. 
1846 provides: 

“That Operating Expense Account 
No. 789: ‘Merchandising, Jobbing, 
and Contract Work’ shall not be used’ 
but that Income Account No. 520: 
‘Income from Merchandising, Job- 
bing, and Contract Work’ shall be 
used in lieu of said Account No. 789. 
The list of ‘Jtems’ (including lines 
numbered 1 through 17) set out under 
said Account No. 789 shall, however, 
be applicable in governing the charges 
and credits to be made to Account No. 
520.” 

The text of Account 520—Income 
from Merchandising, Jobbing, and 
Contract Work reads as follows: 

“A. This account shall include all 
revenues derived from and expenses 
incurred in the sale of gas merchandise 
and jobbing or contract work, includ- 
ing any profit or commission accruing 
to the utility on jobbing work per- 
formed by it as agent under agency 
contracts, whereunder it undertakes to 
do jobbing work for another for a 
stipulated profit or commission. 

“B. The account shall be subdi- 
vided as follows: 

“520.1 Revenues from Merchandis- 
ing, Jobbing, and Contract Work.” 

“520.2 Costs and Expenses of Mer- 
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chandising, 
Work. 
“Account 520.2 shall further be sub- 


divided so as to show the major items 
of costs and expenses.” 


The list of items referred to in the 
above-quoted Paragraph (d) of § 1 
of Order No. 1846 are as follows: 

1. Advertising in connection with 
the sale of merchandise. 

2. Cost of merchandise sold, and of 
materials used for jobbing work, in- 
cluding transportation, storage, han- 
dling. 

3. Depreciation. 

4. Direct taxes. 

5. Discounts and allowances made 
in settlement of bills for merchandise 
and jobbing work. 

6. General administrative expenses. 

7. Insurance. 

8. Inventory 
chandise. 

9. Light, heat, and power. 

10. Losses from uncollectible ac- 
counts. 

11. Miscellaneous. 

12. Pay and expenses of employees 
engaged in clerical work, and book- 
keeping in connection with merchan- 
dising. 

13. Pay and expenses of all em- 
ployees engaged in selling, delivery, 
installation, etc., as well as supervision 
of such employees. 

14. Reconditioning repossessed ap- 
pliances. 

15. Rent of general quarters. 

16. Revenue from the sale of mer- 
chandise and from jobbing and con- 
tract work. 

17. Stores expense on merchandise 
stocks. 

From the foregoing, it does not ap- 
pear that the System of Accounts con- 
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adjustments, mer- 
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templates that the Merchandising De. 
partment should be charged only with 
costs which would not be incurred if 
the Company were not in the appli- 
On the contrary, the 
items of costs listed above specifically 
in connection 


ance business. 


mention advertising 
with the sale of merchandising; pay 
and expenses of all employees of sell- 
ing, delivery, installation, etc., as well 
as supervision of such employees; 
rental of general quarters; and gen- 
eral administrative expenses. Under 
the incremental theory, the Company 
makes no charges to the appliance de- 
partment for general officers’ salaries, 
high level supervision of salesmen, or 
rental of general quarters for display 
of appliances ; and charges to that de- 
partment only 20 per cent of the cost 
of advertising the sale of merchandise. 
These were the principal items cov- 
ered by adjustments made by the 
Commission’s witness and such ad- 
justments, in principle, appear to be 
in accord with the System of Ac- 
counts. Generally, the adjustments 
appear to be reasonable, but it was 
pointed out that the procedure used in 
their development would not, in all 
cases, be recommended for future use 
without further study and considera- 
tion. For the purposes of this pro- 
ceeding, however, the Commission 
concludes that the adjustments in 
question can be accepted as reasonable 
and that income for the period under 
consideration should be adjusted ac- 
cordingly. 

From the record before it, the Com- 
mission believes that the incremental 
theory should be discarded and re- 
placed by an allocation method which 
would equitably apportion costs be- 
tween the gas business and the mer- 
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chandising business in all cases where 
such costs relate to both types of ac- 
The Commission will not at 








red if tivities. 

appli. | this time prescribe a hard and fast rule 
, the [| for such an allocation but will permit 
ically J the Company to study the entire prob- 





lem and submit a revised allocation 
procedure within a reasonable period 
of time. 


Amortization Period for Conversion 
Cost, Extraordinary Property 
Loss, and Accelerated Deprecia- 
tion 

[6] The change-over from mixed 
to natural gas resulted in a substantial 
extraordinary property loss and a sub- 
stantial cost for converting customer 
appliances. Also, by reason of the 
change-over, it was necessary to con- 
vert the manufacturing facilities at 

East Station to permit the production 

of high stu gas suitable to substitute 

for natural gas. The accounting treat- 
ment of the extraordinary property 
losses and provision for accelerated 
depreciation on East Station is fully 
covered by Order No. 3261. That 
order in substance provided that the 
extraordinary property losses be dis- 
posed of by monthly charges to Ac- 
count 506, Property Losses Charge- 
able to Operations, over a 10-year 
period beginning January 1, 1948. It 
also provided that the unrecovered 
original cost of East Station, plus any 
costs subsequently incurred incident to 
the conversion to the manufacture of 
high stu gas, be depreciated on the 
basis of a remaining life of ten years 
from January 1, 1948, until such time 
as this property is removed from serv- 
ice. At that time, any unrecovered 
original cost then remaining, after ad- 
justment for salvage, should be 
treated as an extraordinary property 
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loss and disposed of in the same man- 
ner as outlined above; that is, by 
charges to operations over the remain- 
der of the 10-year period beginning 
January 1, 1948. Order No. 3261 left 
the treatment of these items for rate- 
making purposes open for further con- 
sideration. The Commission also ap- 
proved a 10-year amortization period 
of conversion costs for accounting pur- 
poses. 

The Commission has already con- 
cluded that the unrecovered costs of 
abandoned property, and the unamor- 
tized portion of conversion costs, are 
properly includible in the rate base, 
and that the Company should be al- 
lowed a return thereon in the deter- 
mination of rates. The remaining 
question to be disposed of with re- 
spect to these items is whether or not 
the 10-year amortization period 
should be approved for rate-making 
purposes as well as for accounting 
purposes. 

The witness for the Government, as 
heretofore explained, proposed a 15- 
year amortization period in lieu of ten 
years. In justification of this pro- 
posal, he cited the 15-year period of 
the natural gas contract between the 
Company and its supplier, the Atlantic 
Seaboard Corporation. It was devel- 
oped in cross-examination that this 
contract is subject. to renewal, and 
that the Company has no intention of 
discontinuing the purchase and sale of 

straight natural gas. Both the Com- 
pany witness and the Commission wit- 
ness utilized the 10-year amortization 
period in the determination of income 
for the test year ended May 31, 1949. 
The Commission’s witness expressed 
the opinion that, since the 10-year 
amortization period had been ap- 
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proved for accounting purposes, not 
only by this Commission but by the 
Federal Power Commission and the 
State Corporation Commission of Vir- 
ginia, such approval should have taken 
into account the effect upon rate mak- 
ing. 

The Commission has given consid- 
erable time and consideration to this 
particular point, by reason of the fact 
that an increase in the amortization 
period from ten to fifteen years would 
reduce income requirements at this 
time. The costs under discussion re- 
late to past periods; the conversion 
costs to the year 1947, and the extra- 
ordinary property losses and provi- 
sion for accelerated depreciation to 
many years prior to the change-over 
to natural gas. It is only the size of 
the amounts involved that justifies 
amortization at all. 

Therefore, the Commission finds 


that a 10-year period for the amortiza- 
tion of these costs is appropriate for 
rate-making as well as for accounting 
purposes. 


Effect of Proposed Increases 

The Company’s witness estimated 
that the requested increase of $900,- 
000 would, on the basis of experience 
during the twelve months ended May 
31, 1949, after adjustment for wage 
increases, depreciation, and normal 
temperature conditions, provide a re- 
turn of 5.34 per cent on the average 
investment as calculated by him. This 
compares with a return of 3.79 per 
cent, after giving effect to the. same 
adjustments, but before giving effect 
to the requested increase in rates. 

The Commission’s witness testified 
that, after adjustment for the same 
three factors (but with a higher ad- 
justment for average temperatures 
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than that made by the Company wit- 
ness), the return earned by the Com. 
pany during the twelve months ended 
May 31, 1949, would amount to 4.169 
per cent on a weighted rate base appli- 
cable to District of Columbia opera- 
tions. On the basis of his calculations, 
the requested increase of $900,000 
would produce a return of approxi- 
mately 5.75 per cent. He pointed out 
the following significant facts: 

(1) An increase in the volume of 
business will undoubtedly tend to in- 
crease revenue during the succeeding 
year if normal temperatures prevail. 

(2) The rate base will, in all prob- 
ability, show a substantial decline, due 
primarily to accelerated depreciation 
on standby plant and the amortization 
of the unrecovered costs of abandoned 
facilities and of the costs of change- 
over from mixed to natural gas, 
thereby reducing the revenue require- 
ments of the Company. 

By reason of the two factors set 
forth above, the Commission’s wit- 
ness recommended that consideration 
be given to either a smaller increase 
than that requested by the Company, 
or to conditioning the requested in- 
crease to provide for the recovery of 
excess return in the event a favorable 
year is experienced subsequent to any 
increase in rates. The witness ex- 
plained that the latter recommendation 
was premised on the Modified Sliding 
Scale Plan adopted by this Commis- 
sion for use in connection with the 
regulation of rates charged for elec- 
tric service by the Potomac Electric 
Power Company. 


Proposed Rate Schedules 

The Company introduced rate 
schedules designed to produce addi- 
tional revenue in the amount of the 
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requested increase of $900,000, and, 
at the request of the Commission, rate 







nded MM xhedules which would produce addi- 
.169 HM ional revenue in the amount of $600,- 
Dpli- #000 annually. The record also con- 





tains the data necessary to adjust these 
rate schedules to provide annual reve- 
nues in varying amounts between the 
amount of increase requested by the 
Company and $600,000. 


[7] At the present time, the Com- 


















of pany has separate rate schedules for 
> domestic, commercial and industrial, 
N§ @ and wholesale apartment house cus- 
. tomers. It also has a seasonal off- 
b- peak rate. In all of the new schedules 
1€ B presented in this proceeding, the sea- 
- sonal off-peak rate has been retained, 
, but the other three schedules have 


been combined into a single rate sched- 
ule. The record shows that there is 
little difference between the existing 
domestic and commercial and indus- 
trial schedules, and that there is no 
sound reason for the perpetuation of 
separate schedules for the two types of 
business. The record also shows that 
service rendered under the wholesale 
apartment house schedule does not 
differ materially from service to large 
commercial and industrial users, and 
that there is no sound reason for re- 
taining a separate schedule for the 
wholesale apartment house business. 


[8,9] In connection with the pres- 
entation of the proposed rate sched- 
ules, certain minor revisions in the 
rules and regulations governing the 
furnishing of gas service also were 
proposed. One of these changes 
would increase the reconnection fee 
from $1.50 to $2. Another change in- 
volves the substitution of a charge of 
one dollar per foot for a schedule of 
varying rates, depending upon loca- 
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tion and size of pipe, for the installa- 
tion of service pipe in excess of the 
length installed by the Company with- 
out cost to the customer. The length 
of service pipe to be installed without 
cost to the customer has been reduced 
from 125 feet to 115 feet, but the new 
measurement is from the property line 
instead of the curb line, so that for all 
practical purposes the actual length of 
service to be installed by the Company 
remains unchanged. These revisions, 
as well as the other minor revisions in 
regulations, appear to be reasonable, 
and, in so far as the changes involving 
costs are concerned, more in line with 
present-day costs to the Company. 

The record also contains consider- 
able evidence as to the effect of the 
proposed rate schedules on various 
classes of customers and upon individ- 
ual users in various consumption 
brackets. In view of the finding and 
conclusion contained herein, it is un- 
necessary to discuss the effect of the 
application of all of the rate schedules 
found in the record. It is pertinent to 
call attention at this point to the fact 
that all of the calculations in the rec- 
ord as to the effect of the proposed rate 
schedules on annual revenue are based 
upon sales of gas during the calendar 
year 1948. 


Conclusion 
At the time this Commission au- 
thorized the conversion from mixed 
gas to straight natural gas, it was the 
expressed hope of the Company that 
the change to straight natural gas 
would result in economies that would 
absorb the increasing costs applicable 
to the gas business, cover the amor- 
tization of cost incident to the change- 
over, and eliminate or greatly reduce 
the necessity for the granting of in- 
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creases in rates for gas services. The 
Commission shared this hope. From 
the record in this case, it is now ap- 
parent that this hope cannot be real- 
ized. 

[10] In line with previous findings, 
the Commission finds that the rate 
base for the test year ended May 31, 
1949, amounts to $32,240,198.76. 
On the basis of income of $1,194,396.- 
11, developed by the Commission’s 
witness, which, with one exception, 
was found to be proper, a return of 
3.70 per cent is indicated. Using the 
income of $1,106,318 developed by the 
Company’s witness, which for reasons 
heretofore set forth is understated, a 
return of 3.43 per cent is indicated. In 
either case, a return of less than 4 
per cent is obviously inadequate to 
maintain the Company in a sound 
financial position. 


While the cost of natural gas, in- 
cluding amortization of the extraor- 
dinary property loss and the cost of 
conversion, is now 3 per cent less than 
the cost of the manufactured gas sup- 
ply of 1939, other costs, principally 
labor, have risen to such an extent 
that net operating income has declined 
sharply and to such a level that an 
increase in rates appears necessary to 
maintain the Company in a sound 
financial position. While the Com- 
mission is convinced that an increase 
in rates is necessary, it nevertheless is 
desirous of confining such increase to 
a minimum. The Commission is well 
aware that one of the important fac- 
tors contributing to the low level of 
earnings experienced during the test 
year ended May 31, 1949, was the 
mild temperatures prevailing during 
the heating season for such test year. 
While adjustments were made by both 
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the Company and the Commission wit. 
nesses to compensate for this cond. 
tion, such adjustments were not of. 
fered and cannot be accepted as con. 
clusive proof. Normal temperatures 
during the past heating season might 
well have produced substantially dif- 
ferent results. 


The record shows that, after ad- 
justment for normal temperature con- 
ditions, changes in labor rates and de- 
preciation accruals, the requested in- 
crease of $900,000, if it had been in 
effect during the test year ended May 
31, 1949, would have increased the 
return earned to 5.34 per cent, accord- 
ing to the Company’s witness, and to 
5.75 per cent, according to the Com- 
mission’s witness. Neither of these 
calculations gives effect to the growth 
in the volume of business resulting 
from additional customers, nor to the 
probable reduction in revenue require- 
ments by reason of an almost certain 
decline in the rate base due to the 
amortization of the extraordinary 
property loss and the cost of convert- 
ing to natural gas. Furthermore, the 
rate schedules proposed by the Com- 
pany to produce the requested increase 
of $900,000 were applied to therm 
sales actually made during the calen- 
dar year 1948. The application of 
these proposed rate schedules to therm 
sales during the test year ended May 
31, 1949, adjusted for normal temper- 
ature conditions, would undoubtedly 
produce in excess of $900,000. A 
continued increase in customers can 
reasonably be expected, and it is obvi- 
ous that with normal temperature con- 
ditions, the proposed rate schedules 
may well produce substantially more 
than $900,000 in the succeeding year. 


Furthermore, the revision of ac- 
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Condi. necessary with respect to the allocation 
Not of. of certain promotional costs to the 
1S con-M Maryland Company and the replace- 
ratures MM ment of the incremental theory of allo- 
might MM cating costs to the merchandising and 
ly dif. jobbing of the Company with a more 





equitable procedure will probably tend 
to improve the earnings of the Com- 
pany from the sale of gas in the Dis- 
trict of Columbia. 










d in In view of all the variable factors in- 
en in volved as to the future, which are 
May §f impossible to measure precisely, the 
| the # Commission is convinced that rate 
ord- ff schedules calculated to produce $750,- 
d tof 000, when applied to the sales of gas 





in the District of Columbia during the 
calendar year 1948, will provide the 
Company with a reasonable return in 
the immediate future and, at the same 
time, will confine the burden on con- 

























ire- sumers to the minimum necessary un- 

ain der the circumstances. 

the The rate schedules which will be ap- 

ad proved by the Commission will pro- 

rt vide the following increases by classes 

he of customers : 

Tl- 

se Domestic (Nonheating) .... $386,422 8.01% 

m Space Heating ............ 257,795 5.07 
Commercial and Industrial 

1- (Nonheating) ........... 7,393 5.57 

of Seasonal Off-peak ......... 611 7.71 
Wholesale Apartments ..... 5,701 1.78 

n ee Be ees 11,598 2.86 

y $749,520 6.14% 






The monthly increase in individual 
domestic bills for various consumption 
brackets will be as follows: 
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The Commission finds and con- 
cludes that the rates specified in the 
order attached to this opinion are just, 
reasonable, and nondiscriminatory and 
will permit the Company to earn a fair 
return upon its investment devoted to 
public service and maintain its finan- 
cial integrity. Accordingly, an appro- 
priate order will be issued. 


Order Denying Further Hearing 


Under date of November 16, 1949, 
the attorneys for Gas Consumers and 
Independent Appliance Dealers (Ap- 
pliance Dealers) filed with this Com- 
mission an application for reconsidera- 
tion of the findings and opinion and 
Order No. 3600 and requested the 
Commission to either assign the mat- 
ter for further-hearing or for further 
oral argument or decide without such 
further proceeding that an increase in 
gas rates is not justified. 

In paragraph 1 of the application, it 
was stated that the Commission com- 
mitted obvious error in considering 
the testimony of only one witness pro- 
duced by the Gas Consumers and In- 
dependent Appliance Dealers and con- 
cluding that his testimony was with- 
out value. The Appliance Dealers 
produced only one witness on the sub- 
ject of the Washington Gas Light 
Company’s (Company) accounts. 

In view of the assertion in para- 
graph 1 of the application for reconsid- 
eration, the Commission has reviewed 
the testimony of witness Harbaugh 
who testified for the Appliance Deal- 
ers. A review of the testimony and 
exhibits of this witness convinces the 
Commission that its statement in its 
findings and opinion that the exhibits 
of this witness contain so many seri- 
ous errors that neither the exhibits 
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nor the testimony in support thereof 
are of any value in the determination 
of issues in the proceeding, was the 
most favorable characterization that 
could be made of such exhibits and 
testimony. The Commission there- 
fore rejects the representations in the 
application as being without sup- 
port. 
[11] Paragraph 2 of the applica- 
tion states that Mr. George C. Web- 
ster, an experienced gas appliance 
dealer and gas consumer, offered very 
valuable evidence which appears to 
have received no consideration by the 
Commission in arriving at its conclu- 
sions. Since the applicant has made 
specific reference to a witness and his 
testimony, the Commission has re- 
viewed the testimony and will state 
briefly its character and the subject 
matter of it. The witness referred to 
made a detailed disclosure of the prac- 
tices of gas appliance dealers and the 
practices of his own firm in particular. 
He testified as to the volume of his 
own business, the method of selling 
and installing gas appliances and the 
type of tools and transportation equip- 
ment necessary in his business, and the 
kind of advertising his firm did. The 
witness also testified that the Company 
is engaged in the sale of gas appliances 
in competition with gas appliance deal- 
ers, and that through years of good 
service to consumers the Company has 
built up a consumer acceptance that 
is difficult for other dealers to over- 
come. 

The witness testified that the pipe- 
fitters feel very strongly about a rate 
increase because of its serious effect 
upon their business of fitting pipe to 
sell gas appliances. They feel that gas 
is an excellent fuel and an increase in 
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rates would make other fuels more 
competitive. 

The witness Webster also detailed 
his experience over a period of three 
years in consulting with the Company 
concerning its advertising and its pro- 
motion of the sale of gas. He said the 
Appliance Dealers had been trying for 
fifteen years to persuade the Company 
to abandon its sale of gas appliances, 
Witness Webster offered no testimony 
relating to the Company’s invest- 
ment or its operating and expense ac- 
counts. 

If the proceeding before the Com- 
mission had involved an investigation 
of the practice of Appliance Dealers, 
the testimony of Mr. Webster would 
have been very helpful. But the prac- 
tices of gas appliance dealers and their 
efforts to force the Gas Company to 
abandon its sale of gas appliances not 
only bear no relation to the reasonable- 
ness of rates for gas service, but are 
matters not within the jurisdiction of 
this Commission. 

The Appliance Dealers produced 
one other witness who discussed the 
practice of the Company in establish- 
ing credit for customers of the Appli- 
ance Dealers. Where credit is estab- 
lished, the customer is permitted to 
pay the balance in his account monthly 
over a 3-year period at the rate of 6 
per cent on the unpaid balance. 


The witnesses for the Appliance 
Dealers were fully heard and their tes- 
timony has been carefully consid- 
ered. 


The Commission has reviewed its 
findings and opinion and order No. 
3600 in the light of these and other 
representations of error contained in 
the application for reconsideration. 





It find 
sentat! 


Wi 


W 
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and that Order No. 3600 should be 
affirmed. 





It finds and concludes that the repre- 
sentations of error are without merit 
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National Forge & Ordnance Company 












Ices, v. 

lony . . 

a Pennsylvania Electric Company 

ac- 

Complaint Docket No. 14495 

m- February 6, 1950 

ae | genie by company complaining of néw electric rates for 

a subpoena to produce books and records; denied. 

1 

1C- Witnesses, § 5 — Production of records — Subpoena duces tecum. 

‘ir 1. A subpoena duces tecum may not be used to compel the production of 

to material requiring special preparation, although it may be used to compel 

ot production of specific and pertinent records, books, or papers, p. 27. 

2. Witnesses, § 5 — Subpoena duces tecum — Production of books, papers, and 

p 

- records. 

f 2. Specific data in regard to the income and expenses of an electric utility, 
which data are not part of the regular records of the company and would 
require special preparation, are not encompassed within the ordinary mean- 

| ing of “books, papers, and records” which are properly the subject of a 





subpoena duces tecum, p. 27. 
(Cony, Commissioner, dissents.) 


¥ 











By the Commission: Pennsylvania 
Electric Company, on October 1, 1948, 
filed tariffs to become effective De- 
cember 1, 1948. National Forge and 
Ordnance Company, on November 16, 
1948, filed its complaint against said 
tariff. Hearings were held on said 
complaint November 14 and 15, 1949, 
and January 17 and 18, 1950. 

Subsequent to the initial hearings, 
complainant, National Forge and Ord- 
nance Company, on January 6, 1950, 
filed its petition for subpoena duces 
tecum. The petition averred, inter alia, 





















that respondent at said hearings pre- 
sented only the testimony of Raymond 
Gawryla, its director of rates and prop- 
erty valuations; that respondent’s 
counsel had stated that Gawryla was 
respondent’s main witness; that com- 
plainant had deferred cross-examina- 
tion pending examination of certain 
books, papers, and records; that at 
the conclusion of said hearings counsel 
for respondent offered to produce with- 
out necessity of subpoenas “any books, 
papers, and records which counsel for 
complainant might need in connection 
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with the cross-examination of the 
witness Gawryla”; that thereafter by 
letter dated November 23, 1949, com- 
plainant advised respondent of the 
books, papers, and records desired; 
that by letter dated December 28, 
1949, respondent, with minor excep- 
tions, refused to furnish the books, 
papers, and records requested; and, 
that the information desired was ma- 
terial and relevant and necessary to 
permit the complainant to properly 
cross-examine respondent’s witness, 
Gawryla. 

The “books, papers, and records” 
requested are: 

1. Income and Expense Statements, 
in the form of respondent’s Exhibit 9 
by years for the years 1945, 1946, and 
1947, 

2. Balance Sheets at December 31, 
1945, 1946, 1947, 1948, and at the 
end of the latest month in 1949 for 
which available. 

3. Statements showing analyses of 
earned surplus and of capital surplus 
for the years 1945, 1946, 1947, 1948, 
and for the longest period in 1949 for 
which available. 

4. Analyses of construction in prog- 
ress as of August 31, 1948, and as of 
December 31, 1948, showing the 
amounts applicable to each plant for 
plant and plant equipment (and indi- 
cating whether it is a new facility or a 
replacement) and the amounts appli- 
cable to transmission lines, substations, 
distribution lines, and transforming 
equipment, again distinguishing be- 
tween new facilities and replacements. 

5. A statement showing, by plants, 
the cost of generating power per 
kilowatt hour for the months of 
August, 1948, and August, 1949. 

6. With respect to the fuel adjust- 
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ment, a statement showing the follow 
ing information for the year 1947 and 
by months, for the period beginning 
January 1, 1948, and ending with the 
latest month in the year 1949 for which 
such statements are available. 

(a) Total fuel costs, in dollars, for 
each period. 

¢b) Net kilowatt hours output for 
each generating station for each period. 

(c) Total kilowatt hours sold in 
each period. 

(d) Total kilowatt hours sold after 
the new tariffs were put into effect to 
which the fuel adjustment charge was 
applied. 

(e) Number of stu’s used per net 
kilowatt hour generated at each gen- 
erating station. 

(f) Total kilowatt hours purchased 
from each source of purchased power, 
the price paid for such power and the 
fuel adjustment charges, if any, that 
have been included in such purchase 
prices. (In this connection a copy of 
the fuel adjustment clauses, if any, in- 
cluded in tariffs or contracts for the 
purchase of outside power should be 
furnished ). 

7. A statement showing sales of se- 
curities (bonds and stocks) during the 
period begining January 1, 1945, and 
ending October 31, 1949, indicating 
the arnounts sold, the net proceeds to 
the company per unit and whether the 
sales were made to the public or to an 
affiliated company. 

8. In instances where financial state- 
ments for later years included the op- 
erations and financial data of acquired 
companies, separate statements of such 
companies for years and the period 
prior to acquisition should be included 
so that complainant will have compa- 
rable financial information beginning 








rith the year 1945 and ending with 
ie latest date in 1949 for which state- 
ynts are available. 

Respondent, on January 12, 1950, 
Jed its answer to the petition for sub- 
wena duces tecum. The answer 
tallenges the availability of a sub- 
wena duces tecum to secure the infor- 
nation requested, as well as the rel- 
wancy of the matters requested. It 
mits that it agreed to produce 
‘books, papers, and records” but de- 
ties that the requested data are “‘books, 
sapers, and records.” 

[1,2] What complainant seeks to 
have produced are financial and cost 
statements which as such are not 
shown or averred to be part of the 
books or records of respondent. The 
individual data which are to go into 
exhibits or statements probably exist 
in the books and records of the com- 
pany and, if such books and records 
were produced, could be found by an 
examination thereof. 

A subpoena duces tecum may be 
secured to compel production of specific 
and pertinent records, books, or papers. 
It is not a proper method to secure 
material requiring special preparation. 

In Whiterock Quarries v. Baltimore 
& O. R. Co. (1949) C.D. 14494, this 
Commission denied a subpoena duces 
tectum where complainant requested, 
inter alia, that respondent company be 
required to produce certain informa- 
tion in exhibit form, which exhibit was 
not a part of the books, records, and 
papers of the company, but would of 
necessity have had to be prepared 
therefrom. 

We are of the opinion that the data 
requested to be produced is not en- 
compassed within the ordinary mean- 
ing of “books, papers, and records,” 
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which are properly the subject of a 
subpoena duces tecum. 

2B of General Instructions contained 
in the Uniform System of Accounts 
applicable to respondent company de- 
fines “Books and Records” as follows: 

“The books and records referred to 
herein include not only accounting rec- 
ords in a limited technical sense, but 
all other records, such as minute 
books, stock books, reports, corre- 
spondence, memoranda, etc., which 
may be useful in developing the his- 
tory of, or facts regarding, any trans- 
action.” 

The definition clearly reveals an in- 
tention that “books and records” shall 
not be given a narrow and restricted 
meaning. It does not indicate, how- 
ever, any intention to include within 
said phrase any data of the nature re- 
quested in the instant petition, ex- 
hibits and statements to be prepared 
by respondent company containing 
material to be found in the “books and 
records” of the company. Although 
the definition is broad, the subject mat- 
ter to be considered is limited to “all 
other records . . . useful in developing 
the history of, or facts regarding, any 
transaction.” 

Transaction is ordinarily defined as 
an occurrence in an enterprise which 
requires recognition in the accounts. It 
may be a purchase, a sale, a receipt of 
cash, or a payment of cash. It may be 
a more involved occurrence, such as 
recognition of decline in value of an 
asset, or simple decision that a partic- 
ular item would be better shown under 
another account, thus requiring a mere 
transfer of an amount between two 
accounts. All pertinent information 


regarding any such given transaction 
might well be encompassed within the 
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meaning of “books, records, and pa- 
pers.” 

The subject matter which complain- 
ant requests does not fall within the 
aforesaid definition. Complainant seeks 
by its petition to compel production 
of information in exhibit form which 
represents not the facts regarding a 
transaction, but rather a multitude of 
“transactions.” These exhibits, while 
reflecting nothing more than data 
otherwise appearing in the books and 


records of the respondent company, 
will be statements not contained there. 
in. Production of the requested data 
cannot properly be required by a sub. 
poena duces tecum ; 

Therefore, 

It is ordered: That the petition for 
subpoena duces tecum be and the same 
is hereby denied. 


Commissioner Conly voted in the 
negative. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Jerpen-Valders Telephone Company 


2-U-3209 
March 6, 1950 


PLICATION by telephone company for authority to increase 
L \ rates; modified rate increase authorized. 


Expenses, § 140 — Amortization of PBX Board — Small telephone utility. 
1. A small telephone utility may reasonably amortize its investment in a 
PBX board over a shorter period of time than the normal life of the board 
where the utility has only one subscriber requiring such a board and, con- 
sequently, would not have the opportunity to install it on the premises of 
other subscribers if it should become obsolete before the termination of its 


normal life, p. 29. 
Return, § 111 — Telephone company. 


2. Exchange rates yielding an annual profit of approximately $1,125 to a 
telephone company whose net book value plus allowance for cash working 
capital and materials and supplies was $35,160 were considered reasonable 


and lawful, p. 29. 


By the Commission: The Jerpen- 
Valders Telephone Company, Valders, 
Manitowoc County, on November 18, 
1949, filed an application with the 
Commission for authority to increase 
certain exchange rates and to establish 
a new rate for PBX service to the Sal- 
vatorian Fathers Seminary. 
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APPEARANCES: Jerpen-Valders Tel- 
ephone Company, by E. R. Wood- 
cock, President, Thomas _ Larson, 
Treasurer, and Fred Cy, Director; 
Lyle Hanson, and Albert Hanson, 
linemen. 

The applicant furnishes telephone 
service to subscribers in Valders and 
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S. Nazianz, Manitowoc county, and 
the rural area contiguous to each com- 
munity. The switchboard at Valders 
is of the magneto type and the St. 
Nazianz switchboard is automatic. 
Applicant was authorized on May 31, 
1949, to purchase the Quarry River- 
side Telephone Company serving ap- 
proximately 157 subscribers. The 
total number of subscribers now served 
is 721. A PBX switchboard installed 
in the Seminary of the Salvatorian 
Fathers at St. Nazianz in the spring of 
1940 became inadequate because of 
growth in the size of the institution and 
anew automatic switchboard was in- 
stalled on July 1, 1949. As a result 
of these changes, net additions to plant 
in 1949 amounted to approximately 
$15,173. The present and proposed 
rates for the principal classes of service 
are: 


Net Monthly Rates 
Present Proposed 
Urban Service 
Business 
One-party 
Two-party 
Four-party 
Residence 
One-party 
Two-party 
Four-party 
Six-party 
Rural Multi-party Service 
Business 
Residence 
Miscellaneous Rates 
Extension bells 
Small , 
Large ‘ 35 
Common battery service 
(Valders only) 25 
Extension telephones ... ‘ 75 


[1] Applicant proposes to establish 
a 4-party business rate and a 2-party 


residence rate. In order to establish 
the proper differentials between the 
rates, it is necessary to increase the 
one-and 2-party business rates and the 
one-party residence rates 25 cents per 


month. The suggested multiparty busi- 
ness rate of $2 per month is 25 cents 
less than the present rural multiparty 
business rate. Applicant also desires 
to increase the extension bell and ex- 
tension telephone rates by a small 
amount. The former switchboard in 
the seminary cost $956.50 and served 
approximately 16 stations. The new 
switchboard cost $8,202.46 and serves 
42 stations. It is noted that because 
of the increase in the price of auto- 
matic PBX switchboards and the 
larger size required, investment is 
approximately eight times as large, 
whereas the number of stations con- 
nected represent an increase of ap- 
proximately two and one half times the 
original number. The applicant sug- 
gests that the Commission set up a 
rate similar to the rate filed for the 
original board. This rate provided a 
charge to cover the operating expenses 
and amortization of the cost of the 
board over a 5-year period with a pro- 
vision that the rate would be adjusted 
at the end of the period. It is noted 
that the original switchboard was used 
for approximately nine years and that 
the new switchboard has room for 50 
additional lines. The Commission con- 
siders it reasonable to amortize the 
investment in the PBX board over a 
shorter period of time than its normal 
life because the Jerpen-Valders Tele- 
phone Company is a small telephone 
utility with only one such subscriber, 
and if the switchboard becomes ob- 
solete before the termination of its 
normal life the company will not have 
the opportunity to install it on the 
premises of other subscribers such as 

would a large utility. 
[2] The book cost of property and 
plant in service as of December 31, 
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1949, is $55,612, the accrued book de- 
preciation amounts to $23,252, the 
net book value rate base with an allow- 
ance of $2,800 for working capital and 
materials and supplies is $35,160. 
The applicant submitted a profit and 
loss statement for the year ended 
December 31, 1949. This statement 
has been adjusted to exclude Federal 


12/31/48 


Buildings 

Central office equipment 
Exchange lines 

Station equipment 
General ‘office equipment 
Vehicles 


excise taxes included in both revenues 
and expenses and the individual items 
of expense have been rearranged. The 
adjusted income account for the year 
ended December 31, 1949, and the 
pro forma income account which in- 
cludes revenues under rates authorized 
herein and increases in wages are 
shown below: 


Plant in Service 
Net 
Additions 
$700 

570 
5,045 


6,177 
2,681 


12/31/49 

$1,900 
4,723 
14,870 
20,422 
11,793 
470 
1,434 





Operating Revenues: 
Subscriber’s stations 
Toll service 
Miscellaneous 


Total revenues 
Operating Expenses: 
Repair labor 
Repair materials and supplies 
Operator’s wages 
General officers’ salaries 
Other general expense 


Total above 
Depreciation expense 
Taxes other than income 
Income taxes 

Total operating expenses 


Utility Operating Income 


$15,985 


$11,832 

4012 
650 
349 





$15,173 
2,556 
Income Account 


$55,612 


23,252 23,252 


$16,224 


290 


$18,518 
,600 


200 
$26,318 





$24,106 
3,299 
1,290 
4,221 

847 
2,175 


4,211 
2,045 
7,049 

923 
2,622 


$16,850 
2,957 
2,030 








$14,843 





1 Estimated as 34 per cent gross plant in service. 


The proposed rate for multiparty 
business service of $2 net per month 
does not provide for a proper differen- 
tial between it and the residence multi- 
party rate. The Commission will 
authorize a rate of $2.25 net per month 
for business multiparty service. The 
estimated pro-forma income of $1,125 


83 PUR NS 30 


represents a 3.2 per cent return on 
the net book value rate base shown 
above. 

The Commission finds: 

1. That the present rates of the 
Jerpen-Valders Telephone Company 
are unreasonable because of inade- 
quacy. 
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2. That the net book value of prop- 
ety and plant in service plus an 
jlowance for cash working capital 
ind materials and supplies is $35,- 
160. 
3. That the exchange rates author- 
zed herein will produce a profit of 
approximately $1,125 and will not re- 
wit in a rate of return in excess of a 
reasonable rate of return on the rate 
hase found above and said rates are 
reasonable and lawful. 

The Commission concludes: 


That an order authorizing the rates 
as found herein be issued. 


ORDER 


It is therefore Ordered : 

1. That the Jerpen-Valders Tele- 
phone Company withdraw its present 
schedule of exchange rates and sub- 
stitute therefor effective the first billing 
date following date of this order the 
exchange rates in the appendix at- 
tached hereto and made a part hereof. 
[Appendix omitted herein. ] 
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City of Scranton 
Scranton Electric Company 


Complaint Docket No. 14764 
February 6, 1950 


M 


OTION by electric utility to dismiss city’s complaint against 
new rate schedule; granted. 


Rates, § 647 — Complaint against proposed utility rates — Sufficiency. 
A municipality’s complaint against a proposed schedule of electric rates 
should be dismissed if it fails to set forth any act or thing done or omitted 
to be done by the utility in violation of the Public Utility Law or of any 
regulation or order of the Commission. 


By the Commission: Scranton 
Electric Company, respondent, on 
July 1, 1949, filed with this Commis- 
sion new tariffs and schedule of rates 
for electric service to become effective 
September 1, 1949. The city of 
Scranton, on August 22, 1949, filed 
its “Petition and Complaint,” wherein 
it set forth that it is a city of the Sec- 


* 


ond Class A; that electric service is 
furnished to the city by Scranton Elec- 
tric Company; and the name and ad- 
dress of its attorney. The prayer of 
the petition which followed immedi- 
ately was that hearings be held on the 
application for the proposed increase 
of rates prior to their effective date; 
that said proposed rates be suspended 
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until after hearing, and, that hearings 
be held in the city of Scranton. 

Respondent company was duly noti- 
fied of the filing of the complaint, and 
on September 2, 1949, it filed its an- 
swer admitting the three averments of 
fact contained in the complaint, and 
for further answer averred that the 
rates intended to become effective Sep- 
tember Ist are in all respects fully jus- 
tified, and fair, just, and reasonable. 
A copy of said answer was served 
upon the city solicitor on September 
1, 1949. 

Respondent, on December 30, 1949, 
filed with this Commission its motion 
to dismiss the complaint, averring that 
the complaint was defective in that it 
failed to set forth any act or thing done 
or omitted to be done by respondent 
in violation of any law or regulation 
or order of this Commission and that 
the prayer of the complaint was for 
suspension of the proposed rates and 
institution of an investigation by the 
Commission. This motion is now be- 
fore us for disposition. 

Section 1001 of the Public Utility 
Law, 66 PS § 1391, provides: 


“Complaints.—The Commission, or 
any person, corporation, or municipal 
corporation, having an interest in the 
subject matter, or any public utility 


concerned, may complain in writing 
setting forth any act or thing done ¢ 
omitted to be done by any public utili 
in violation, or claimed violation 
any law which the Commission ha 
jurisdiction to administer, or of any 
regulation or order of the Commis 
sion. - 

This provision of the Public Utility 
Law has been interpreted by the Com- 
mission several times, and only recent- 
ly the Commission sustained motions 
to dismiss the complaints in similar 
situations, both of which were strong- 
er cases than the one now before us, 
(Wasserman wv. Philadelphia Electric 
Co. [1949] C.D. 14637 and Hum. 
melstown v Hummelstown Water 
Supply Co. [1949] C.D. 14694.) 

The instant complaint does not set 
forth any act or thing done or omit- 
ted to be done by the respondent in 
violation, or claimed violation of the 
Public Utility Law, or of any regula- 
tion or order of the Commission. 

We are unable to find any averment 
contained in the recitation of facts or 
in the respective portions of the prayer 
for relief from which we could reason- 
ably conclude that there was compli- 
ance with the statute; therefore, 

It is ordered: That the motion to 
dismiss complaint be allowed. 
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A digest of information on new construction by pri- 

vately managed utilities; similar information relatin 

to government owned utilities ; news concerning ae 

ucts, supplies and services offered by manufacturers ; 
also notices of changes in personnel. 


Device Controls Timing of 
Operations of Screens, Pumps 


A NEW device designed to reduce the burden 
of footwork and the risk of human error 
in operating the screens and pumps in power 
jants was announced recently by the Midwest 
Automatic 4 Company, 510 Third street, 
Des Moines, Iowa. 

Called the “Midwest Automatic Timer,” the 
ievice controls the timing of operations of 
«reens and pumps by means of an automatic 
tor timer and an integrated system of wire 
trminals and controls enclosed in a single 
cabinet. 

One person at a single point can thus control 
the operations of machinery at several points 
inone or several buildings, Harry R. Frankle, 
president of the company, explained. According 
fo the manufacturer, the automatic timer is al- 
rady in use, successfully, in several plants. 


EEI Publishes New 
Metermen’s Handbook 


{T= Edison Electric Institute announces the 
publication of the sixth edition of the 
‘Electrical Metermen’s Handbook.” The new 
tdition, the first since 1940, has been consider- 
aly enlarged, rewritten, and revised, and re- 
fects the many changes in metering design and 
practice that have taken place since the ap- 
pearance of the last edition. 

The new edition carries two new sections— 
me dealing with special metering, and the 
other covering demand meters. There is also 
a appendix, containing material from the 
fourth edition of 1923 showing the essential 
data for the servicing of older meters still in 
general use. As in past editions, the new hand- 


book contains complete tables of constants and 
register ratio data, diagrams for meter installa- 
tion and testing, and numerous photographs 
illustrating meters, the meter shop, and labora- 
tory. 


Westinghouse Publishes New 
Edition of Silent Sentinels 


NEWLY-REVISED edition of “Silent Senti- 

nels,” a 236-page reference book devoted to 
protective relays, has. been published by the 
Westinghouse Eléctric Corporation. The first 
to be issued since 1940, this latest edition re- 
cords the growth of the relay art to date, in- 
cluding the most recent developments in the 
design and application of protective relays and 
relaying systems. 

The book is divided into two parts; the first 
dealing with the application of protective re- 
lays, and the second with the equipment itself. 

Copies can be obtained by writing the West- 
inghouse Electric Corporation, P. O. Box 2099, 
Pittsburgh 30, Pa. In quantities up to 19 copies, 
a price of $3 each has been established, while 
if 20 or more are ordered, each sells for $2.70. 


New Annunciator Bulletin 


HE AUTOCALL CoMPANY, Shelby, Ohio, has 

issued a four-page bulletin illustrating and 
describing the function and construction of 
their type “ANG” Annunciators for use in 
control panels, control desks, etc., in public 
utilities and industries. 

The “ANG” uses 1 x 1” translucent plastic 
windows engraved with numerals or letters, 
and actual size illustrations of the windows 
with two different styles of engraving are pre- 
sented in this new bulletin. Also included is. a 
schedule showing dimensions of this Annunci- 








GRUENDLER CRAFTSMANSHIP SERVING INDUSTRY 66 YEARS 


Check your Coal Costs the scientific way 


~The GRUENDLER COAL SAMPLE CRUSHER 


Enables you to determine the Actual Heat Units in any car of Coal 
The Coal or Coke fed into a Gruendier Coal Sampling Crusher is uniformly crushed 


and thoroughly mixed in one operation, = accurate 
takes so little time that moisture evaporation is negligible. 


analysis. Sampling 
Machine built with 


or without Rife Splitter and Riffle Buckets. 


Meets U.S. Bureau of Mines Standards 
iMustrated Bulletin No. 22 mailed on request 


GRUENDLER CRUSHER & PULVERIZER CO. 
2915-25 NORTH MARKET ST., DEPT, 2-PUF, ST. LOUIS 6, MO. 





Mention the FortnicHtty—It identifies your inquiry 
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ator with from one window up to four hun- 
dred. In addition, illustrations of typical con- 
ditions and occurrences which may be indi- 
cated by the “ANG” are presented. 

Copies of this new folder may be obtained 
from the manufacturer. 


1952 Lighting Exposition to Be 
Held in Cleveland 


LANS for the 4th International Lighting Ex- 

position and Conference to be held in Cleve- 
land, May 6-9, 1952, were officially approved 
by the Industrial and Commercial Lighting 
| A Section of the National Electrical 
Manufacturers Association at a recent meet- 
ing in Chicago, it was announced by B. D. 
Levaur, section chairman. 

The Planned Lighting Merit Award Com- 
petitions which have been major attractions 
at previous Lighting Expositions again will be 
held. Booklets containing the official rules and 
regulations will be available at a later date. 


Bennett Named Vice President 
Of National Elec. Prod. 


|? geo C. BENNETT, Jr., has been named vice 
president and sales manager of National 
Electric Products Corporation, Pittsburgh, ac- 
cording to an announcement by W. C. Robin- 
son, Jr., vice president in charge of sales. Mr. 
Bennett was also named a member of the com- 
pany’s board of directors. He has taken over 
the responsibilities of Harold J. Newton, re- 
cently retired. 


Plant Lighting Guide Shows 
How to Cut Production Costs 


A NEW, concise, 32-page planned lighting 
guide, covering the latest concepts of 
planned lighting, the benefits to be gained, and 
the methods to employ to put a planned light- 
ing program into effect, has been published by 
Benjamin Electric Mfg. Company, Des Plaines, 
Illinois. Entitled, “A Planning Guide to Im- 
proved Plant Lighting,” copies of the brochure 
are available without cost to all those con- 
cerned with industrial lighting. 








ASSISTANT TO EXECUTIVE 


in charge of rates, large natural gas system 
operating in Appalachian area. Engineering 
graduate under 45. Experience in rate case 
work before State and Federal Commissions, 
development of rate structures, contract negoti- 
ations. New York City headquarters. Unique 
opportunity for right man having the necessary 
professional and personal qualifications. Write 
complete details of background and experience. 
Also state references and salary required. 


Write: Public Utilities Fortnightly, 
Dept. A, 309 Munsey Bidg., Washington 4, D. C. 
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General Electric Unveils Its 
More Power to America Special 


te GENERAL ELectric CoMPANY unveiled 
its More Power to America Special, the 
biggest electrical display kit ever built, in 
Grand Central Terminal, New York city, April 
24th. 

Almost a quarter-mile long, the 10-car ex- 
hibit train represents the first attempt to dis- 
play, in one series of related exhibits, the 
complete range of products for the production, 
distribution, and industrial utilization of elec- 
tric power. 

Believed to be unique in industrial market- 
ing history, the silver streamliner is filled with 
exhibits of more than 2,000 of the most modern 
electric products, systems, and techniques, 

The “Special,” launched on the rails by the 
company’s Apparatus Department, was in New 
York on the first lap of a nationwide tour. 
It will visit approximately 150 key industrial 
centers during 1950 and 1951. 

At each stop on its tour, the exhibit train 
will be inspected by invited representatives of 
electric utilities, the manufacturing and trans- 
portation industries, the armed services, the 
federal government, and municipalities. 

Exhibits in the “Special” are grouped in 11 
major sections: Power Generation, Transmis- 
sion, and Distribution; Drives and Controls; 
Materials Handling; Welding; Industrial 
Heating; Renewal Parts; Industrial Lighting; 
Components for Industry; Measurements; 
Civic Improvement; and National Security. 

Arrayed throughout the train are displays 
covering the complete range of apparatus for 
industry. Individual exhibits—many of them 
operating—cover such equipment as turbines, 
substations, transmission equipment, motors of 
all sizes and ratings, complex drive systems, 
industrial and street lighting fixtures, precise 
instruments, welding and heating equipment, 
diesel-electric switchers, controls, urban tran- 
sit and railroad equipment. 

Still others relate to atomic power, weather 
research, guided rockets, aircraft jet engines, 
ultrasonics, ship propulsion equipment, fire 
control systems, and “snow-making” tech- 
niques. 


Dunn Elected Director of Noma 


HE election of Cecil M. Dunn as a director 
of Noma Electric Corporation has been 
announced by Henri Sadacca, president. 

Mr. Dunn, vice president and general man- 
ager of the Estate Heatrola Division of the 
corporation, has been associated with Estate 
for twenty years. 


Hagan Issues Bulletin 


T= Hagan Meter Type Differential Master 
Sender, a pneumatic machine used as 
metering element in the measurement and con- 
trol of steam, gas and liquid flow, liquid level, 
pressure differential and similar applications, 
is described and illustrated in bulletin 2150 just 
issued by Hagan Corporation, 323 Fourth ave- 
nue, Pittsburgh, Pennsylvania. : 
The Master Sender is characterized by in- 
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ustrial 


train 


are Propit-Protectors 


Your CLEVELAND TRENCHERS protect your profits by protecting your 
estimates and schedules. Every CLEVELAND gives you more work— 


more different kinds of work—during more months of the year 
—with less costly down-time for repair and maintenance. With 
CLEVELANDS your trench is “On Time—Everytime”. Check with the 
nearest utility or municipality that has standardized on CLEVELANDS. 
See your local distributor for the full story or write direct. 


THE CLEVELAND TRENCHER CO. 
20100 ST. CLAIR AVENUE @ CLEVELAND 17, OHIO 





INDUSTRIAL PROGRESS—( Continued) 





stantaneous response to all changes in applied 
differential and provides precise measurement 
over a continuous range from 50” water column 
to 150 p.s.i. at static pressures up to 2500 p.s.i. 


Liquid-Form Inhibitor Adds to 


Life of Transformer Oils 


ewer commercial production of a new liquid- 
form inhibitor which increases life of trans- 
former insulating oils up to 14-fold by de- 
terring sludge formation, has been announced 
by the Chemical Division of Koppers Com- 
pany, Inc. 

G. W. Naylor, manager of the Chemical 
Development Section of Koppers, said that 
the inhibitor, known as Koppers Impruvol 20, 
is being made available in quantity to the 
electrical industry following a series of ex- 
haustive tests under actual operating condi- 
tions and in the laboratory. 


Booklet Offers Inexpensive 
“Custom-Built” Files 


Hew to design and build “custom-made” files 
at the low cost afforded by standardized, 
mass-produced equipment is the subject of an 
informative new booklet just published by Rem- 
ington Rand Inc. 

According to the manufacturer, through the 
use of Record-Stack, an assortment of inter- 
membered, interchangeable file cabinets which 
house interchangeable file sections of many 
types and sizes, virtually any kind of file in- 


stallation can be set up to suit any needs, 

The 12-page, fully-illustrated brochure 
shows several of the infinite variations of 
Record-Stack arrangements which have been 
used in the offices of leading corporations and 
governmental agencies. 

Identified as SC 677, the booklet may be 
obtained at any Remington Rand branch office, 
or by writing to the company’s home office at 
315 Fourth avenue, New York 10, New York. 


New Hydraulic Aerial Ladder 


Offered by Amer. Coach 


T= AMERICAN CoacH & Bopy Company, 
Cleveland, Ohio, announces a new hydrau- 
lic aerial revolving ladder. This ladder js 
specifically designed for reaching higher work- 
ing heights than is possible with present man- 
ually operated revolving ladders, and for 
reaching them with less effort to the workman, 
The ladder can be positioned at any point in 
an 85° arc, and rotated through a complete 
360° circle. 

According to the manufacturer, the new 
ladder, model 35LD20, places a workman on 
a platform 35 feet (maximum) in the air. 
Servicing street lights, overhead lines, signs 
and other overhead work is quickly accom- 
plished. Some companies use the new Ameri- 
can hydraulic ladder for attaching pole hard- 
ware and stringing lines, reducing pole climb- 


ing. 
Full details may be obtained from the manu- 
facturer. 





For Guy and Suspension Lines 
—and Other Utility Uses 


Uniform + Strong - Long-Lived - Economical 
Sunstrand Wire Rope is made on the 
=~ most modern wire rope machines in use 
today. All types and sizes are available 
including 1 x 7 construction galvanized 
steel strand made to ASTM specifications. 


SUNBURY WIRE ROP 


MANUFACTURING COMPANY 
880 South Second Street, Sunbury, Pa. 
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=< # Can You Be Confident? 


int in 

omplete 

be new F in conjunction with your next annual meeting— 

ae or at some contemplated special meeting—pro- 

» Signs posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securitiee—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 
proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 
information. 





National or Sectional Coverage 





+ 4 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS © PHILIP H. CARPENTER * WARREN W. AYRES 


70 PINE STREET, NEW YORK 5, NEW YORK 
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MERCOID 


AUTOMATIC CONTROLS 


FOR THE HOME AND INDUSTRY 





* QUALITY 
ACCURACY 
DURABILITY 
PERFORMANCE 
DEPENDABILITY 
SAFETY FEATURES 
EASY INSTALLATION 
QUICK ADJUSTMENTS |f 
SIMPLIFIED WIRING 
UNFAILING SERVICE 





Equipped with 
Mercury Switches, 
Assuring Longer 
ond Better Service 


Complete catalog sent upon request 





—— 


If you have a problem involving the cutometic control of pressure, (gee 


temperature, liquid level, h tions, etc., it will pay 
you to consult M d's engi ing wag =o at your service. 














THE MERCOID CORPORATION, 4201 BELMONT AVE., CHICAGO 41, IL 
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That’s why many companies are 
turning their problems over to 
Esasco procurement—experi- 
enced purchasing, expediting, in- 
spection and traffic men who see 

e job through from start to 
finish. 


YOU GET WHAT YOU WANT 


Purchasing men make nation- 
wide or world-wide search for 
omg , machines, fabricating 
cilities. They write the con- 
tract on the best terms for you, 
and see that these terms are 
satisfactorily fulfilled. 


PRODUCED—AS SPECIFIED 


Expediters and inspectors keep 


EBASCO SERVICES 


INCORPORATED 
——— Consulting Engineering 
+ Fimancial - 





to your 
procurement 
problems 






Obtaining and getting 
delivery of materials 
or equipment to meet 
your requirements is 

essential to prevent 
costly delays in your 
business operations. 





your job moving on schedule 
through the supplier’s plant . . 
inspect and test ma q on 
the spot . . . make sure they’re 
“as specified” before they leave. 


DELIVERED ON TIME 


Traffic men handle your ship- 
ment via any type of carrier— 


rail, water, express, highway or 
air . . . clear it all along the 
route .. . get it to where you 


need it, ‘when you need it. 


For procurement control you can 
depend on, turn your prob! 
over to Esasco. Our 40 years of 
accomplishment assures you of 
expert purchasing, expediting, 
inspection and traffic services. 


Two Rector Street, New York 6, N. Y. 


sth* 8t, 
° 


Ebasco Teamwork 

gets things done “ 
anywhere % 
in the world, 


we 


%. 


'?, ¢ 
> 
"es conso™* 
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Law library for piping fabricators 


HE safety of your employees, the welfare of 

the community and a major investment can 
depend on a single piece of prefabricated piping. 
That’s what piping codes are for . . . state, na- 
tional, association and insurance codes. You don’t 
have to know these codes because Grinnell en- 
gineers know the “law’’ intimately, check and 
cross-check with these codes at every step from 
preparation of detailed drawings and specifica- 
tions right through bending, welding, stress re- 
lieving, heat treating, testing, final inspection, 
assembly and test runs. 


That’s just one of the many advantages of hav- 
ing a piping system prefabricated by Grinnell. 

The complete “package” includes interpreta- 
tive engineering, metallurgical research, compli- 
ance with code requirements, manufacturing draw- 
ings and specifications, production schedules, pur- 
chase of materials, specialized facilities, skilled 
personnel, control of quality and rigid inspection. 

You get this complete package from a Grinnell 
prefabricated piping plant on schedule, ready for 
field erection, meeting all code requirements and 
at a real economy. 


GRINNELL 


Grinnell Compony, inc, Providence 1, R. Warehouses: Atlanta * Buffalo * Charlotte * Chicago * Cleveland * Cranston * Fresno *Kansos City *Houston slong 
los Angeles * Milwaukee * Minneapolis * New York * Ookland * Philadelphia * Pocatello * Sacramento * St. Louis * St. Paul * San Francisco * Settle * 
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PUBLIC UTILITY 
PRINTING SPECIALISTS  gcesnoy 


STATEMENTS 


Pandick Press has worked closely with utility companies 

for more than a quarter of a century. Our printing 

services to this industry range from highly technica] PROSPECTOSES 

legal documents to beautifully illustrated descriptive  ° 

brochures. ANNUAL REPORTS 
Whatever the nature of your printing requirements, ° 

we believe you will like the assurance of accuracy and INDENTURES 

highest quality that “Service by Pandick” brings you. ° 


y’ ); , 22 THAMES ST., NEW YORK 6 
andick (Press, fre. 71 CLINTON ST., NEWARK, N.J. 


Established 1923 


A QUARTER CENTURY OF SERVICE 














S 1 to 30,000 


have Distribution of operating company equities to owners of 
utility holding company stocks creates many new prob- 


—_ lems. Instead of a single common stockholder the 


npli- 


vai operating company finds itself with many thousands, 
pur- necessitating additional personnel to handle dividends, 
re reports and proxies for regular or special meetings. 
nell ' 

é Many of these problems can become routine 


with the help of our experienced organization. 


Wh: 
v magi aes Se ccoey of gz tate 


GEORGESON & CO. 
Specialists in Stockholder Relations 
52 Wall Street, New York 5, N. Y. 
Telephone HAnover 2-1470 
Boston - Philadelphia - Chicago - Los Angeles - San Francisco 
Representatives in all Principal Cities 
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OFF THE PRESS! PROCEEDINGS OF THE 
1949 CONVENTION OF THE 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 





Tuis important volume is printed in a limited 
edition. It contains valuable discussions and 
reports on the subject of regulation of rates and 
service of public utilities and transportation 
companies including the following: 


The Regulation of Small Telephone Companies—Prudent Investment—The Functions of 
Public Utility Rate-Making as a Medium for Selective Pricing—Transportation Regu- 
latory Problems (including discussions on the Results of the I.C.C. Waypbill Studies, 
Mounting Railroad Passenger Service Deficits, Relative Costs of Short Haul v. Long 
Haul Traffic)}—Disposition of Refunds in Natural Gas Impoundment Cases—Legislation 
—Corporate Finance—Valuation—Accounts and Statistics—Engineering. 


These and others 810.00 


COMMITTEE REPORTS AND ADDRESSES SEPARATELY PRINTED AND OTHER 
PUBLICATIONS OF THE ASSOCIATION 


Telephone Report (1949): 
Report of the Special Committee cooperating with the Federal Communications Commission 
in Studies of Telephone Regulatory Problems. This report brings up-to-date the studies of 
the Special NARUC Committee on Western Electric costs. It is 67 pages in length and 
GE GN NE Bi ce Vee Vey hed ccdaves etn ddcctVecdeese seas eccndtheawieess $2.00 


Telephone Report (1948): 
This report also deals with the problem of Western Electric costs to the telephone industry, 
which was augmented by the 1949 report. It is 78 pages in length and contains illustrations, 
tables and charts. (This report is not included in the volume of Proceedings above referred to.) $2.00 


Telephone Separations Manual: 
This manual is the result of the NARUC and FCC Joint Committee studies, and develops a 
system of procedure providing for allocating telephone operating expenses and investment 
among enchant state toll, and interstate toll service on both the board-to-board and station- 
to-station bases of rate making (not included in the volume of Proceedings above referred 
I er SE ARE te oe Re ae a pe ED $2. 


Interpretations of Uniform System of Accounts for Electric Utilities .............. $1.50 
laterpretations of Uniform System of Accounts for Gas Utilities 
jaterpretations of Uniform System of Accounts for Water Utilities 


(The above three Interpretations not included in the Proceedings) 





NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


' 7413 NEW POST OFFICE BUILDING WASHINGTON 25, D. C. 
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South Carolina Electric & Gas Company’s modern steam plant at Parr, S.C. 
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At this modern station... 


Exide-Manchex Batteries 


At the Parr, S.C. plant of the South Carolina Electric & 
Gas Company, positive switchgear operation is assured by 
the use of Exide-Manchex Batteries. They are used to 
operate the 132,000-volt, 600-ampere circuit breakers and 
to take on an intermittent load of 25 to 40 amperes required 
for slag removal equipment. 


You can always count on Exide-Manchex for proved depend- 













60-cell Exide-Manchex switchg 
control battery, EME-13, mounted 
on two, 2-step racks. 





















00 a - . 
ability, long life and low cost maintenance. Important 
among its many features are: 
the famous manchester positive plate with its exclusive 
00 lead button construction. — 
¢ slotted plastic separators, impervious to chemical and 132,000-volt,’600-ampere oil circuit 
electrical reaction. breaker, operated by Exide-Manchex 
Batteries. 
e plastic spacers that maintain plate alignment. 
‘ @ the latest development in molded glass jars. 
| heavy terminal posts with copper inserts for extra con- 
; ductivity. 
0 Use the Exide-Manchex for all your stationary battery 






applications in central and sub-station service. 


THE ELECTRIC STORAGE BATTERY COMPANY 
Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
“Exide” and “‘“Manchex” Reg. Trade-marks U. S. Pat. OJ. 












A part of the 114 ee > age tone 
1888... DEPENDABLE BATTERIES FOR 62 YEARS...1950 © smamink three bays of high voltage 
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PROFESSIONAL DIRECTORY — 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, ss 
financing, design, and construction. 

















De 
Tue American Arppraisat Company E 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS = 
REW YorRE WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
oad other principal cities 














DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 











— 








ELECTRICAL TESTING LABORATORIES, INC. 
Electrical and General Testing — Inspections — Research — Certification 
2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 

















Fo Jord, Bacon & Davis 
mo vesersiet Engineers scxvissii*| | | 
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PROFESSIONAL DIRECTORY (continued) 





GIBBS & HILL Ino. 
ENGINEERS-DESIGNERS-CONSTRUCTORS 
NEW YORE LOS ANGELES 








GILBERT ASSOCIATES, Inc. 








ENGINEERS POWER ENGINEERING SINCE 1906 SPECIALISTS 
Steam, Electric, Gas 2 Purchasing and Expediting 
Hydraulic, Sanitation Serving Utilities and Industrials Rates, Research, Reports 
Designs and Construction Personnel Relations 
Inspections and Surveys Reading © New York © Houston Original Cost Accounting 
Feed Water Treatment Philadelphia @© Washington Accident Prevention 











—— HENKELS & McCOY —— 











Electric & Telephone Line Construction Company 
ppc ng CONTRACTORS qumnens espents 
CONSTRUCTION MAINTENANCE PHILADELPHIA TREO TRIMMING 
BALL FIBLD LIGHTING Wilmington, Del, * Portland, Me. * Altoona, Pa. @a8 AND OIL LINES 
NOW WORKING IN FOURTEEN STATES 
































HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 








Yee uly Jian loypowniion 


ENGINEERS! CONS Teewecrors 


1200 NORTH BROAD STREET, PHILADELPHIA 21 PA 











WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





LOEB AND EAMES a 


Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
80 FEDERAL STREET “==. BOSTON 10, MASS. 











Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND 


El 
OPERATING ENGINEERS ay 
PURCHASING 





SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 








SANDERSON & PORTER 
AND 
CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usilities—Industrials 


Studies—Reports—Design—Supervision 
Chicago 3, Ill. 
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The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports——Appraisals 


Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 








Mention the FortnicHt.y—It identifies your inquiry 


— 











y_ 


- 


A... 


‘a y 25, 1950 


Public Utilities Fortmghtly 














PROFESSIONAL DIRECTORY (copeluded) 





ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
apres a ea 


Ref inei ~h—— Industrial Buildings 
nera! ulidin 
avai sales. Reports, Valuations, Laboratory 


121 SOUTH BROAD STREET PHILADELPHIA 7 


JENSEN, BOWEN & FARRELL - 


Engineers “ 
Ann Arbor, Michigan 
Aggectatiy - Rntin my A - Reports 


in a depreciation, fixed capital 
ME. ori cost, security issues. 














BLACK & VEATCH 
CONSULTING ENGINEERS 
A pqretete, investigations and re- 
ports, and supervision of con- 
rotten a Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 





LUCAS & LUICK 


ENGINEERS 
DESIGN CONSTRUCTION, SUPERVISION 
OPERATION, MANAGEM APPRAISALS, 
INVESTIGATIONS, REPORTS. RA RATES 


231 S. LaSaLie St., Cxicaco 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 





A. S. SCHULMAN ELEctTric Co. 


Electrical Contracting Engineers 


TRANSMISSION LINES—UNDERGROUND DisTRI- 
BUTION — PowER STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


2416 SouTH MICHIGAN Ave. CHICAGO 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


HARRISBURG, PENNSYLVANIA 


Original Cost and Depreciation Studies 








= 


= 





Rate Analyses—insurance Surveys 


SLATER-BYRNE MANAGEMENT 
ASSOCIATES 


Raymond G. Ankner, Consultant 
Rate Cases — Special Studies 
Original Costs, Etc. 

50 Broadway, New York 4, N. Y. 
Tel. Digby 4-1910 














W. C. GILMAN & COMPANY 
Consulting Engineers 
Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 


55 Liberty Street New York 5 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











SVEN B. HANSELL 


CONSULTING ACTUARY 
PENSION PLANS 
DEPRECIATION 

For Rate Cases and Income Tax 


1421 Chestnut Street Philadelphia 2, Pa. 
Tel. Rittenhouse 6-3037 











n 


United States Testing Company, Inc. 
ken. N. } 


Hol 








JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 





DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON 














NEW YORK 


WESTCOTT & MAPES 


ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 


UTILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 
NEW HAVEN CONNECTICUT 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 





A J 


Ibright jineers Jack: & Moreland, mee@rs ........ 
fAlles & , R aoe oe Jensen, Bowen & 3, - = 


Ins 
Bleck & Veatch, Consuiti Engineers 
Blaw-Knox Divielee of Ig agi Co. 


*Langle 


*LeeteMevttic G ie "a, 


Leffer, Willia 
Loeb and Eames, 


Lougee, N. A., 
Carter, Earl L., Consulti 

Cleveland Trencher Co., Lucas & Luick, 
*Cochrane 


D Merc 
‘Merci Lynch, Pleree, Penner & Beane .. 
& Zimmermann, inc., _— Morgan eck Pe Co. 
Division of Chrysler Corp. 


Association of Railroad and Utilities 


a meseea ests 
cena y b- Sar Sttptctiaing & Dock Co... 


Coal Company, 
*Spri id Boiler Com 
‘Serine 6 Rope Mfg. 


Hansell, oven 6. ‘~ > pH 


Henkels & Engi 
Union Securiti 


International Business Machines 


*Fortnightly advertisers not in this issue. 














ittle blocks, say 2’ x 4’’ x 8”, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
inadvance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 


HH. ROBERTSON CO., 


Sar 


2424Farmers Bank Building 
Pittsburgh 22, Pennsylvenie 


Q-Panels are fabricated from Galbestos, alumi- 
num, stainless steel, galvanized and black steel 
in lengths up to 25'. 


Q-Panels, 3" in depth with 14" of incombusti- 
ble insulation, have a thermal insulation. value 
superior to that of a 12" dry masonry wall with 
firred plaster interior. A single Q-Panel with an 
area of 50 sq. ft. can be erected in nine minutes 
with a crew of only five men, and twenty-five 
workmen have erected as much as an acre of wall 
in three days. 


Q-Panel construction is quick, dry, clean, and 
offers an interesting medium of architectural 
expression. 


PITTSBURGH, PA. 


Offices in 50 Principal Cities 
World-Wide Building Service 
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